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SUMMARY
Pension Benefit Expenses

Hawai'i Electric Light Company, Inc. (“Hawai’i Electric Light” or “Company”) relies
on a specialized workforce with significant recruiting, training, development and retention
requirements in order to provide customers with essential utility services. A total
compensation package is needed to attract and retain a workforce to provide for efficient
delivery of these services while controlling cost to customers and providing a reasonable
return to investors.

Hawai'i Electric Light is a Participating Subsidiary in the Retirement Plan for
Employees of Hawaiian Electric Industries, Inc. and Participating Subsidiaries. The
accounting methods and assumptions used by Hawai'i Electric Light for its pension plans are
consistent with the Company’s historical practice and appropriate under the various
guidelines established by the applicable regulatory entities.

According to recent surveys regarding attitudes toward benefits, defined benefit
retirement plans are still an effective means of attracting and retaining a workforce. The
defined benefit pension plan can be used in conjunction with other pay and benefit programs
as an efficient tool for attraction and retention of employees as well as an effective workforce
planning tool to help maintain a desired workforce profile by retaining employees to desired
age, then providing the means for employees to retire. Proper workforce management assists
in maximizing the return on investment in employees related to recruitment and training.

Hawai'i Electric Light has made changes to the retirement program that will reduce
cost and volatility prospectively while retaining a competitive edge in recruitment and

retention and without disrupting the current employees.
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INTRODUCTION
Please state your name and business address.

A. My name is Leonard E. Smothermon. I am a Senior Consulting Actuary with Willis
Towers Watson located at 737 Bishop Street, Suite 2700, Honolulu, Hawai‘i 96813-
3214. Tam testifying on behalf of Hawai’i Electric Light Company, Inc. (“Hawai’i
Electric Light” or “Company”).

Please describe your professional relationship with the Hawaiian Electric Companies.!

A.  Iprovide actuarial consulting services related to the pension and retiree medical plans
sponsored by the Hawaiian Electric Companies. These services include: preparation
of annual valuations to determine funding levels and financial reporting information
required of the plans; preparing cost estimates related to changes in plan design, both
actual and proposed; assistance with the determination of assumptions to be utilized to
estimate cost and obligations; and analysis and support related to plan design issues,
union negotiations and rate cases.

Q. Have you previously testified on pension plan funding before utility regulatory
commissions?

A.  Yes. I submitted testimony in HECO T-18 for the abbreviated Hawaiian Electric
2014 test year rate case in Docket No. 2013-0373. I submitted supplemental testimony
in HECO ST-15D in Docket No. 2010-0080, Hawaiian Electric’s 2011 test year rate

case, and HECO ST-13A in Docket No. 2008-0083, Hawaiian Electric’s 2009 test year

! The “Hawaiian Electric Companies” or “Companies” are Hawaiian Electric Company, Inc. (“Hawaiian
Electric”), Hawai‘i Electric Light Company, Inc. (“Hawai‘i Electric Light”) and Maui Electric Company, Inc.
(“Maui Electric”).
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rate case. [ also submitted supplemental testimony in HELCO ST-11B in Hawai‘i
Electric Light’s 2010 test year rate case (Docket No. 2009-0164) and MECO ST-12A
for Maui Electric’s 2012 test year rate case (Docket No. 2011-0092).
Please summarize your educational background and professional experience.
I received a Bachelor of Science degree with Academic Distinction and Highest
Honors from Texas A&M University-Commerce. [ have over 30 years of experience
consulting with organizations on the design and financial considerations of their
pension programs. I am an Associate of the Society of Actuaries, a Fellow of the
Conference of Consulting Actuaries, a Member of the American Academy of
Actuaries and an Enrolled Actuary under the Employee Retirement Income Security
Act of 1974 (“ERISA”). HELCO-1300 provides my educational background and

professional experience.

PURPOSE OF TESTIMONY

What is the purpose of your testimony in this proceeding?
My testimony supports the request of Hawai’1 Electric Light to recover in electric rates
the cost associated with its pension and other postretirement employee benefits

(“OPEB”) plans. Ido this by:

e Demonstrating that defined benefits plans are prevalent among utilities; and

¢ Explaining that without a market competitive, effectively designed retirement

program, including the use of a defined benefit plan, the Company would be
disadvantaged in retaining and recruiting the highly skilled workforce it needs to

provide safe, reliable electric service.
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In addition, I will demonstrate that the accounting methods and assumptions the
Company used to calculate its pension cost are consistent with its historical practice
and appropriate under various guidelines established by the applicable regulatory
entities. I do this by providing supporting information related to current and projected
cost related to the pension and OPEB plans.

Finally, my testimony includes what the Companies are doing to control pension
and OPEB costs, factors contributing to the test year level of cost, how the factors
have changed since the prior rate case and an outlook for expected future cost.

Why are pension and OPEB plans important to this Company and the utility industry?
The utility industry relies on a highly-trained, technical bargaining and non-bargaining
workforce to provide service to its customers. The utility workforce is generally older
which brings with it the need to effectively manage work force transition. These are
unique attributes of the utility industry.

Due to the industry’s need for an educated and skilled workforce that is on
average older than workforces in other industries, the utility industry is also presented
with significant recruiting, training, development and retention challenges. Offering a
defined benefit plan as part of a market-competitive retirement program is
commonplace among utilities because it helps with retention, recruiting, and
workforce planning by allowing for more orderly retirement patterns.

As discussed further in my testimony, the Company’s defined benefit plans are
consistent with those offered by others in the utility industry. As discussed by Mr.
Liuone Faagai in HELCO T-12, the Company needs to continue providing this form of

a retirement opportunity in order to avoid losing its highly-skilled employees to other
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employers, to be able to attract talented individuals to work for the Company, and to
provide a mechanism for a transition of the workforce by providing incentives for the
highly experienced employees to share their knowledge with younger generations in
advance of retirement.

The Company has implemented pension design changes to help control costs.

The Company’s transition to a less valuable defined benefit program in conjunction
with implementing a match on employee deferrals to the defined contribution plan, for
employees hired on or after May 1, 2011 is consistent with industry practice of making
pension plan changes applicable to new hires in order to promote stability in the

workforce while providing an orderly transition to the next generation of employees.

In this testimony, I explain Hawai’i Electric Light’s pension and OPEB benefit
programs and costs. The testimony includes a summary of plan design changes that
took effect in May 2011 and the effect on cost since that time. I also discuss pension
and OPEB cost associated with the retirement program and cost sensitivity to
underlying market conditions including selection of the discount rate. Discussion
includes outlook regarding cost beyond 2016.

A comparison of cost projected for 2016 compared to 2010, including
information on cost during the intervening years of 2011 and 2015 is provided which
will demonstrate that costs should stabilize from an economic point of view. Please
see HELCO-1301 and HELCO-1302.

Finally, I will discuss assumptions and methods underlying the determination of

cost, that these assumptions and methods are consistent with the Company’s historical
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practice, and that divergence from such standard, actuarial practices is not prudent and

would raise concern regarding financial reporting.

PENSION AS PART OF THE TOTAL COMPENSATION PACKAGE

Why do companies offer retirement benefits?
Employers offer retirement programs to facilitate the overall management of a
workforce, including attracting, retaining and retiring its employees. The specific
designs of retirement benefits are driven by the overall workforce strategy of the
company. Employers will determine the appropriate level of benefits and then design
plans they think best fit the preferences of the workers they are trying to attract and
retain.
How do retirement benefits help address retention issues?
Retaining employees is critical in industries that invest significant resources training
and developing specialized workforces, like utilities. Long-term employee retention
allows for a more stable workforce and increases the likelihood that the company will
get a return on its investment in the employees and ultimately provide more efficient
delivery of electricity to customers. Depending on the design of the plan, retirement
benefits can significantly increase in value in the latter part of an employee’s career,
particularly benefits tied to final average pay and service, which provides incentives
for employees to stay.

Research supports that retirement benefits have a significant impact on employee

retention. Results from Towers Watson’s 2013/2014 Global Benefits Attitudes
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Survey - Brief #3 (HELCO-1303)? published in May 2014, indicate a- positive
difference of attraction for U.S. companies with an open defined benefit plan versus a
defined contribution only plan with- of those in the 40-49 age group responding
that the retirement plan was an important reason they decided to work for their current
employer (refer to page 13 of HELCO-1303). Employees at U.S. companies
sponsoring defined benefit plans that met their needs said that the retirement program
gives them a compelling reason to stay on the job: - reporting that they would like
to stay with the company until retirement, - would likely stay for two years, and
only- reporting that they are likely to leave within two years (page 22 of HELCO-
1303). Employees in an open defined benefit plan were more likely to agree that
retirement benefits met their needs at- versus a defined contribution only plan at
- (page 36 of HELCO-1303).
What are the typical components of a retirement program?
A.  There are varying components to a retirement program and the mix of the components
will largely depend on a company’s workforce strategy, philosophy and needs. The
most typical components are a defined benefit plan, a defined contribution plan, a
retiree medical program and a retiree life insurance offering.
Q. What is a defined benefit plan?
A. A defined benefit plan provides a benefit that is defined by a fixed formula and is

typically based on pay and years of service. Historically, these benefits have been

% The information contained in HELCO-1303 is confidential and will be provided when the Commission issues
a protective order in this proceeding. This information is proprietary to Towers Watson and Towers Watson
client use only, and not provided or disclosed to the general public
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defined as annuities payable at age 65. Another type of defined benefit plan, called a
“hybrid” plan, has been developed that defines retirement benefits as a lump sum.
Like the traditional defined benefit plan, the benefit accrues based on a defined fixed
formula, but the benefit is defined as a lump sum account balance rather than a
monthly annuity benefit at age 65. The most common type of hybrid plan is a cash
balance plan which provides for a percentage of pay (i.e., a pay credit) to be added to
a notional account and accumulated with a defined interest credit (e.g., 30-year
Treasury rate). While the account looks and feels similar to a defined contribution
plan, it is still considered a defined benefit plan because the employer bears the risk of
the assets and investments.
How do defined benefit plans compare to defined contribution plans?
Similar to a hybrid defined benefit plan, a defined contribution plan defines the annual
contribution that is made to an account today. The key difference is that the participant
directs the investment and bears the risk of the actual investment earnings on the
individual account balances. As a result, the participant’s account balance is
unpredictable and can vary significantly depending on market returns.
Can you comment on how the use of a defined benefit plan can vary by industry?
The retirement program that a company offers largely depends on their workforce and
workforce strategy. Industries that can tolerate, or even desire, high turnover may be
more likely to offer defined contribution plans. Industries that have experienced rapid
change with significant financial and competitive pressures have moved away from
defined benefit plans. The largest shifts from defined benefit to defined contribution

plans have been in the auto and transportation equipment, communications and
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high-tech sectors. On the other hand, industries that have highly specialized skills,
longer training cycles, significant unionized populations, limited labor pools and
physically demanding jobs may be more likely to offer a defined benefit plan.
Industries that continue to offer defined benefit plans include energy/natural
resources, insurance and utilities.
Are defined benefit plans still common in the utility industry?
Yes. They are still common in the utility industry due to the unique characteristics of
the industry. New hires in the utility industry are likely to be covered by some form of
defined benefit plan as - of utilities offer this benefit to new hires (final average pay
(“FAP”), career average pay (“CAP”), cash balance, or pension equity plan (“PEP”)).
Even when a change in plan design is made, utilities are more likely than other
industries to have current employees continue benefit accruals under the legacy design
and apply the new design to employees hired after the change (refer to HELCO-1304,
page 8 of 24)°.
Why are defined benefit plans continuing to be used among utilities?
Defined benefit plans result in more stable and orderly retirements, which are
important in an industry that has longer training cycles and knowledge transfers, and
where effective succession planning is critical to the stability of the business. In
addition, defined benefit plans are also favored by unionized populations, which can

limit a company’s ability to significantly and rapidly change the mix of programs.

? The information contained in HELCO-1304 is confidential and will be provided when the Commission issues
a protective order in this proceeding. This information is proprietary to Towers Watson and Towers Watson
client use only, and not provided or disclosed to the general public
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Will defined benefit plans continue to be used by utilities in the future?
Yes. Defined benefit plans as a component of a competitive retirement program
continue to make sense for this industry, particularly given the workforce
management advantages previously discussed. Properly designed, they will ensure
that the utility will get a return on its investment in the employees’ training and
development. In addition, defined benefit plans allow utilities to provide a
competitive total compensation package to ensure they attract critical skill employees.
Finally, defined benefit plans are economically efficient in that they better allocate the
benefits to long-service employees.
In general, how do companies determine pension benefits?
Pension benefits are one piece of the total compensation package offered to employees
for their service to companies, like Hawaiian Electric, Hawai‘i Electric Light or Maui
Electric. It is appropriate to look at a company’s total compensation package, base pay
and benefits, when comparing its compensation to benchmarks. This means if any
single component is reduced, another component would need to be increased by some
amount in order to maintain the overall total compensation value.

The level of pension benefits is reviewed in the context of the value of the total
compensation package. The Companies periodically have a study conducted to review
the employees’ total compensation packages
What would be the consequences if the Company no longer offered a defined benefit
plan?

Eliminating the defined benefit retirement plan would not be in the best interest of the

Company or customers because it would result in a total compensation package that is
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below market and it would put the Company at a competitive disadvantage with
respect to recruiting and retaining its talent. Absent a defined benefit plan, the
Company would need to increase its rewards in other areas such as compensation or an
additional defined contribution retirement benefit, in order to provide a competitive
total compensation package. Increasing other rewards would not provide the same
workforce management advantages and economic efficiencies offered by a defined
benefit plan and could result in unintended consequences such as delayed retirements,
increased active medical cost and productivity losses.
Why would other rewards not provide the same workforce management advantages as
a defined benefit plan?
An employer-sponsored defined benefit plan provides a monthly income at a given
retirement age that an employee can budget for regardless of market performance of
the underlying assets. Other reward programs rely on the employee’s ability to save
and invest which can have a greater effect on the employee’s confidence in retirement.
Lack of confidence can result in an employee delaying retirement beyond productive
years in order to save additional assets for retirement. The defined benefit plan is also
a retention tool for employees that may otherwise feel they have sufficient savings for
retirement and leave the company before their productive working life has been
attained. A defined benefit formula can be designed to reward employees for working
to a certain retirement age in order to maximize the return for investments made to

train the employee.
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PENSION BENEFITS

Design of the Companies’ Pension Benefits Plan

Q.  Please explain the basic design of the Companies’ pension benefits.

A.  The basic design of the pension plan was established to provide income security after

retirement from the Companies in exchange for a career of service. Since inception,

the plan has been subject to changes through the collective bargaining process as well

as legislated changes included in laws such as the ERISA, the Retirement Equity Act

of 1984 (“REA”), the Retirement Protection Act of 1994 (“RPA”), the Uniformed
Services Employment and Reemployment Rights Act of 1994 (“USERRA”) and the
Pension Protection Act of 2006 (“PPA™).

What is considered when developing a pension benefit design?

A.  Retirement income generally consists of three pieces: (1) pension benefits from

company-sponsored plans, (2) Social Security benefits and (3) personal savings of the

employee. Pension benefits from company-sponsored plans may take the form of

either annuity benefits or a plan designed to deliver a lump sum benefit at retirement.

A plan that delivers a lump sum benefit may be designed as (1) an annuity with a lump

sum optional distribution form, (2) a hybrid plan designed toward a lump sum

distribution, (3) a defined contribution plan that may be based on the employer

matching a percentage of employee contributions under a 401(k) plan, or (4) employer

contributions not based on employee contributions. A combination of designs may be

employed by a company to deliver a total employer-provided pension benefit.

Q.  What level of pension benefits is adequate?
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The level of pension benefits that adequately sustains a desired standard of living after
retirement varies by individual. Variables include such factors as age at retirement,
life style, home ownership status, status of dependents (both children and parents) and
cost of living for the geographic area in which the retiree plans to live. Asa
percentage of pay prior to retirement, lower paid employees will need a higher
percentage of pay — as much as 100% of their income — than higher paid employees to
maintain their standards of living in retirement. Employer-provided benefits, through
a combination of annuity and lump sum benefits, should target to replace from 30% to
70% of a career employee’s pay at retirement, depending on the industry and dynamics
of the total pay package. (Social Security and personal savings would be used to
provide the remainder of retirement income.) A career could be defined as twenty to
thirty-five years, depending on the occupation of the employee.
How are pension benefits changed?
For bargaining unit employees, pension benefits are subject to collective bargaining
with the union, and therefore, changes to pension benefits, including the level and
method of delivery, cannot be changed without agreement. In addition, pension
benefits provided to both bargaining unit and management employees are protected
under ERISA, a federal law which prohibits the reduction of benefits that have been
accrued to date. Any change to the benefit structure may only occur prospectively.

The Company performs an assessment of its total compensation package, total

costs, and its continued ability to attract and retain high quality employees with utility

specific skills and knowledge, issues critical to Hawai’i Electric Light’s ability to
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produce and deliver safe, reliable, clean electric power. Based on the assessment, the
Company develops a plan to modify pension benefits as allowed under law and agreed
upon through the collective bargaining process.
How are bargained pension benefits changed?
When the bargaining process begins, the Company and the union (“the parties™) each
set forth proposals outlining pay and benefit designs. Pension benefits are a part of the
bargaining process. Generally, changes to benefits are made incrementally as it is
difficult to get agreement between the parties on large changes in benefit design. If
major changes are made then the current group of employees are usually protected
under a “grandfathering” provision. That is, current employees continue under the
legacy plan design while new employees are covered under a new benefit design.
Under certain situations, current employees may be provided with a choice as to
whether they will be covered under the legacy design or the new design.
Are pension benefits for management (sometimes referred to as “merit” or “non-
bargained”) employees subject to the same bargaining agreements as for the
bargaining unit employees?
No. However, there has been a long-standing practice of providing similar pension
benefits to management employees primarily to promote teamwork and to encourage
internal movement between the two groups, which serves to preserve specific work

knowledge.
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Changes to the Pension Plan Design — Mavy 1., 2011

Q.

Please compare the Company’s defined pension benefit plan calculations for
employees hired prior to May 1, 2011 for bargaining unit employees and management
employees.

The pension benefit levels for the bargaining unit employees and management

employees are similar, although the formulas vary. In the Company’s defined pension

benefit plan for employees hired prior to May 1, 2011 (“Legacy Employees™), the
bargaining unit pension benefit is based on a multiplier of 1.83%, times the credited
service applied to the rate of pay at the time of retirement. The management pension
benefit is based on a higher multiplier of 2.04%, but it is applied to a lower pay level
of a three-year average pay at retirement

Please compare the grandfathered (prior to 2011) defined benefit design and the new

defined benefit design.

A comparison of the designs is provided below.

1) The grandfathered defined benefit design has a retirement formula that includes a
1.83% multiplier for bargaining unit employees and a 2.04% multiplier for
management employees. Under the new defined benefit formula, these
multipliers have been reduced to 1.25% for bargaining unit employees and 1.50%
for management employees.

2)  The grandfathered design provides for early retirement factors and ages ranging
from 70% of the accrued benefit for commencement at age 50 to 100% of the
accrued benefit for commencement at age 60. The design for employees hired on

or after May 1, 2011 reduces the early retirement benefit entitlement to factors
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and ages that range from 79% for commencement at age 55 to 100% for
commencement at age 62 (no retirement prior to age 55).

3) Earliest retirement age was raised from age 50 under the old formula to age 55 in
the new formula.

4)  Full retirement under the new formula is attained at age 62 instead of age 60
under the grandfathered defined benefit formula.

5)  Anemployee must retire with a minimum of 20 years of service under the new
formula instead of 15 years under the old formula, in order to be eligible to retire
before age 65 with early retirement benefits.

6) The grandfathered defined benefit formula has a cost of living adjustment
(“COLA”) that 1s the equivalent of 3.0% every two years. The new formula
eliminated COLA.

Has the Company realized measureable savings associated with the formula design

change since May 1, 20117

As of January 1, 2016, the Company has operated with the new design in place for 56

months. During this time, the workforce has grown through expansion and some older

workers have retired and been replaced by younger workers. HELCO-1305 provides a

comparison of the present value of the annual benefit accrual associated with the

change in benefit structure. Page 3 of HELCO-1305 estimates there will be 65

employees as of January 1, 2016 covered by the post-April 30, 2011 plan formula.

The value of the defined benefit accrual for 2016 is about $258 thousand lower due to

the change in defined benefit formula; offsetting this amount assuming 3% defined

contribution provided to employees hired after April 30, 2011 nets to a savings of $111
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thousand (page 3 of HELCO-1305). This lower value of accruals reduces both the net
periodic pension cost and the minimum funding requirements under ERISA.
What is the anticipated long-term cost reduction associated with the plan changes to
new employees’ benefits?
Long-term, the cost of the new program, including the employer match of employee
deferrals discussed below, is expected to be lower than the current design by about 3%
of applicable payroll. Note this savings estimate is lower than the ultimate expected
savings of 6% modeled on page 4 of HELCO-1305 because page 4 assumes a profile
where all participants are covered by the new formula; this will not occur for about 25
years (30 years after prospective implementation of the new formula). The savings
from the lower defined benefit formulas are partially offset by the increase in defined
contribution benefits. For new employees, the increase in defined contribution
benefits may exceed the reduction in defined benefits for the first few years of
employment. Once the new employees accumulate more years of service and reach
higher ages, the difference in benefit accrual patterns will result in a savings.

HELCO-1305 page 1 provides an illustration of the present value of the benefit
accruing over an employee’s career as a percent of pay. The top graph is for a union
employee, while the bottom graph is for a nonunion employee. The graphs indicate an
increasing savings as the career progresses even after adding the 3% matching
contribution to the new formula.
Although the graphs for the union and nonunion employees are very similar, the

spread is slightly greater for the nonunion employees based on the assumptions used

for the sample. Page 2 of HELCO-1305 provides a table of anticipated reductions in
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the present value of annual benefit accruals as a percent of pay. The top half of the
page illustrates the union formula before and after applying a 3% employer defined
contribution match; the bottom half of page 2 uses the same information to illustrate
the nonunion formula. As shown by these charts, savings to the Company increase
both as a function of increasing age and increasing service. The annual accrual trend
only changes when the benefit caps are attained under the legacy formulas; however, at
this point savings from earlier years outweighs the annual accrual for later years (over
32 years of service needed to reach legacy caps).

Page 3 of HELCO-1305 provides a summary of benefit savings related to
employees hired after April 30, 2011 and includes count, pay and change in the present
value of the benefit accruing in 2016 for the union group, nonunion group and in total
by age and service of the employees. As expected, the savings increases with age.

Page 4 of HELCO-1305 provides a projection of the potential change if the
employee profile as of January 1, 2016 is used as an indicator of the eventual group to
be covered under the post-April 30, 2011 formula plus the 3% defined contribution
benefit; again, the savings increase with age and service. Ultimately, based on the
assumptions indicated, the present value of the annual accrual plus the 3% defined
contribution match could be about 6% lower than the legacy formula (bottom right-
hand number on chart).

Have the reductions in the defined benefit plan for new employees hired on or after
May 1, 2011 been replaced with another form of compensation or benefit?
Yes. With the reduced defined benefit for new hires, the Company added an

employer-matching of employee deferral compensation to the Hawaiian Electric
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Industries Retirement Savings Plan (“HEIRS™). The defined contribution plan will
provide a 50% Company match of the employee’s first 6% deferred compensation with
partial vesting starting after two years of service, and full vesting at six years of
service.
Does the new retirement benefit plan design reduce cost volatility of the Company?
Yes. Shifting benefits from a defined benefit plan to a defined contribution plan
lowers the obligation subjected to variance due to changes in discount rates used for
measurement, removes the inflation leverage on defined benefits related to changes in
final average pay, shifts investment risk for asset accumulation to the employee and
shifts longevity risk to the employee.
What, if any, advantages does a defined benefit plan provide in recruiting and retaining
employees?
A defined benefit pension plan provides a predictable specified monthly benefit to an
employee at retirement. This benefit is calculated through a plan formula that
considers factors such as a percentage of salary and years of service. In contrast, the
value of the benefit provided by a defined contribution plan fluctuates due to the
changes in the value of investments.

Defined benefit pension plans are an effective means of retaining older
employees with critical skills. An employee survey conducted by Towers Watson
reveals that defined benefit pension plans are an effective means of retaining older
employees. This is supported by a study completed by Towers Watson, the basis for
the article, “Attraction and Retention: What Employees Value Most,” published

March 2012 and presented as HELCO-1306. This study indicates that, not only is a
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defined benefit pension plan an increasingly important reason why employees stay
with their current employer, but the greater security offered by a defined benefit
pension plan is increasingly attractive to the youngest employees. The survey results
(HELCO-1306, page 4, Figure 6) provides a comparison of the importance of a
retirement plan for the attraction and retention of employees between defined benefit
(traditional plans) and defined contribution (401(k) type plans) at three points in time:
February 2009, June 2010 and June 2011. This information supports a growing
importance of offering a defined benefit plan to attract and retain employees. As
expected, the study indicates the older the employees are, the greater importance they
place on retirement benefits; this is an important factor in attracting mid-career talent
and retaining experienced employees. A defined benefit pension plan is also a cost
efficient way to deliver benefits at retirement age; assets may be accumulated based on
group risk rather than individual risk to enhance expected return and are paid only as
required to provide benefits as outlined under the plan document. The defined benefit
plan is also the best way to deliver a targeted benefit, allowing for enhanced workforce

management.

PENSION EXPENSE

Components of Pension Expense (Net Periodic Pension Costs. or “NPPC™)

Q.  What are the components of the NPPC?

Financial Accounting Standards Board Accounting Standards Codification 715 (“ASC

715,”) specifies six basic components of NPPC:
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1) Service Cost

2) Interest Cost

3) Expected Return

4) Amortization of Transition Obligation
5) Amortization of Prior Service Cost

6) Amortization of (Gain)/Loss

A detailed explanation of the components of NPPC is provided in HELCO-1307.

Factors Underlying Pension Cost

Q.  What factors determine the Company’s pension cost?

A.  In general, requirements of ASC 715 determine the Company’s pension cost. Factors

used are as follows:

1)  plan provisions,

2) employee demographics,

3)  pension fund performance,

4)  actuarial assumptions, and

5) methodology for determination of the value of plan assets.

More detailed description of these factors that determine NPPC are provided as

HELCO-1307A.

Is the net periodic pension cost a reasonable basis for funding a pension obligation?

A.  Yes. The net periodic pension cost reflects the main components needed for adequate

funding including service cost for the value of benefits accruing during the year,
interest cost to reflect growth in obligations due to passage of time, amortization of

accumulated actuarial losses and prior service costs to reflect differences between

obligations and assets offset by expected return on assets. The measurements and costs

are based on current market conditions.

Q.  Are there other considerations besides NPPC for funding a qualified pension plan?
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Yes. There are minimum funding requirements under ERIS A for qualified pension
plans that must be satisfied. If the minimum funding requirement exceeds the net

periodic pension cost, then the additional amount must be contributed to the plan to

comply with ERISA.

Minimum Required Contribution Under ERISA

Q.

How is the minimum required contribution (“MRC”) determined for a defined benefit
plan?

The MRC is detailed in ERISA and the Internal Revenue Code. The latest major
changes to funding rules were provided by the Pension Protection Act of 2006
(“PPA”). Due to economic volatility since 2008 there have also been various funding
relief measures provided through both interpretive guidance and legislation, the latest
being Moving Ahead for Progress in the 21¥ Century (“MAP-217) signed by the
President on July 6, 2012 as modified by the Highway and Transportation Funding Act
(“HATFA”) signed into law August &8, 2014. Basically, the MRC is a combination of
Target Liability Normal Cost plus an amortization of Unfunded Target Liability less
available Funding Balance (“Target Liability Normal Cost,” “Unfunded Target
Liability,” and “Funding Balance™ are defined below).

Target Liability Normal Cost is the value of benefits accruing during the year
plus anticipated administrative expenses to be paid from the pension trust. The value
of benefits accruing includes the effect of employees earning an additional year of
credited service and the effect of increasing pay on the previously accrued benefit.

Unfunded Target Liability is the difference between the Target Liability Normal Cost
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and the Actuarial Value of Assets (defined below). The Target Liability Normal Cost
is based on benefits accrued as of the valuation date reflecting credited service and pay
as of the valuation date (unit credit valuation method).

The Actuarial Value of Assets is a smoothed asset value based on asset
information over the two years prior to the valuation date restricted such that the value
is between 90% and 110% of the market value of assets. For valuation purposes the
Actuarial Value of Assets is reduced by the Funding Balance.

Funding Balance consists of two amounts introduced by PPA, the Carry-
Forward Balance (credit balances as of January 1, 2008 adjusted for subsequent
earnings and usage) and the Prefunding Balance (credit balances established after
January 1, 2008 adjusted for subsequent earnings and usage). These are the
accumulated amounts contributed to the pension trust in excess of the MRC. The
Funding Balance is useful in that it allows a plan sponsor to contribute additional
funds in one year when additional funds are available, then use that additional funding
in a subsequent year to reduce the MRC in a year when cash flow is more restricted.
Negative Funding Balances are not allowed.

The Unfunded Target Liability is generally amortized over seven years.

Assumptions similar to those used under FAS calculations are used to determine
the Target Liability Normal Cost. Notable exceptions are the mandated interest rate
and mortality tables. The relief provided under MAP-21 established an interest rate
corridor around a 25-year average of bond rates that had the effect of increasing the
required interest rate for calculating target liability. The higher interest rate lowered

the target liability and thereby lowered the MRC. The corridor was scheduled to
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widen from 10% in 2012 by 5% increments to 30% in 2016; HATF A modified this
corridor to use 10% through 2017 before starting the 5% phase down to use 30% in
2020. The widening of the corridor will diminish the relief provided under MAP-21 as
the wider corridor reduces the lower limit on interest rates.
Does the NPPC satisfy the requirements of ERISA minimum funding?
The NPPC is a reasonable methodology for funding pension benefits. It includes
components for new benefit accruals, reflects growth in the value of accumulated
benefits offset by expected growth in accumulated assets and has a provision for
amortizing the accumulated gains and losses that give rise to a difference between
obligations and assets. However, there are times when the NPPC is lower than the
minimum funding required under ERISA. During these years the Company must
contribute at least the minimum required under ERISA. A pension tracking
mechanism is used to account for amounts contributed in excess of the NPPC. The
pension tracker is discussed by Mr. Paul Franklin in HELCO T-11 of this filing.
Basically, the excess amounts are added to a regulatory asset; at the next rate case, the

regulatory asset is amortized over five years and added to the rate base.

Comparison of NPPC Between 2010 and 2016

Q.

How does the Hawai‘i Electric Light portion of the 2016 test year NPPC estimate
compare to the 2010 NPPC?
A comparison to the NPPC for 2016 to the 2010 NPPC is provided as HELCO-1301

and 1s summarized below.
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Comparison of Components of NPPC, 2010-2016

(Thousand $)
2010 Actual | 2012 Actual 2014 Actual 2016 Actual

Service Cost 4,085 5,592 6,139 6,272
Interest Cost 8,581 8,927 9,326 9,814
Expected Return (9,755) (9,892) (10,966) (12,403)
Amortization of 0 0 0 0

Transition

Obligation
Amortization of (121) (121) 9 1

Prior Service

Cost
Amortization of 1,070 3,469 2,648 3,219

(Gain)/Loss
Total NPPC 3,860 7,975 7,156 6,903

The 2016 NPPC is based on the January 1, 2016 actuarial valuation under the ASC

715.

The NPPC increases $3.0 million from 2010 to 2016. The main reasons for the

increase are related to a growing workforce and a change in the discount rate used to

measure service cost related to new accruals and projected benefit obligation

representing the value of benefits accrued to date. The increase in service cost and

amortization of losses associated with the actuarial loss on projected benefit obligation

is somewhat offset by the increase in expected return on assets. The expected return

on assets compared to the interest cost related to accrued benefits is an income of $2.6

million (2016 interest cost of $9,813,808 less 2016 expected return of $12,402,507);

this has improved by $1.4 million over the $1.2 million difference in 2010 (2010

interest cost of $8,581,308 less 2010 expected return of $9,755,092).

How does the estimated NPPC for 2016 compare to the NPPC for interim years 2010

through 20167
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Largely as a result of fluctuating discount rates, the NPPC has varied over the last six
years. The NPPC for 2016 is $0.7 million lower than the average NPPC for the six
years 2010 through 2015 inclusive. The 2016 NPPC is higher than the NPPC for each
0f 2010 and 2011, but lower than the NPPC for years 2012, 2013, 2014 and 2015.
Details are provided in HELCO-1301.
What are the main factors causing changes in the NPPC in recent years?
The discount rate for measuring obligations and the adoption of a new mortality
assumption are two main factors causing changes in the NPPC. The discount rate is
applied to future benefits expected to be paid from the plan to obtain the present value
of the obligation. The lower the discount rate, the higher the measure of obligation.
Due to economic factors over the last few years, the discount rates, although
fluctuating, have been sustained at historical lows. Recent global events have pushed
interest rate to historic lows making it difficult to speculate when interest rates may
rise.

On October 27, 2014, the Society of Actuaries (“SOA”) released a new mortality
table (RP-2014) including a generational mortality improvement scale (MP-2014).
HEI adopted the new tables, including the blue collar version for the union workforce.
For financial measurement purposes, the new table was used to calculate the 2015
NPPC. The effect of using this table is an increase in the measure of obligation.

In October, 20135, the SOA released a revised generational mortality
improvement scale referred to as MP-2015. This modified scale reflected an
additional two years of experience compared to the MP-2014 scale which resulted in a

claw back of improvement assumed under MP-2014. Although the mortality
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assumption will continue to be reviewed annually, the modified scale was applied to
calculate the 2016 NPPC. The effect of using MP-2015 is a decrease in the measure of
obligation.

The service cost related to benefits accruing during the year is sensitive to the
discount rate as the benefits accruing during the year are expected to be paid at a future
date to which the discount rate is applied. If the discount rate decreases from one year
to the next, the obligation for each succeeding year increases more than expected.

The difference between the expected obligation based on the prior year discount
rate and obligation measured based on the current year discount rate increased the
accumulated actuarial losses. Gains or losses associated with trust assets returning
different than anticipated are combined with the actuarial gains or losses on
obligations. The accumulated gains or losses are subject to amortization in the NPPC;
the higher the loss, the higher the amortization. Therefore, the increase in service cost
and amortization of accumulated losses associated with a decreasing discount rate and
change in mortality assumption have increased NPPC over recent years.

How does a change in mortality assumption affect pension and OPEB obligation and
net periodic cost?

The change in mortality assumption suggested by the SOA’s release of mortality table
RP-2014 with generational improvement scale MP-2014 reflects an expectation of
longer life including an expectation of continuously improving mortality. Use of RP-
2014 with the MP-2014 improvement scale increased obligation approximately 8% as
the value of future mortality improvement is included in the current measurement of

obligation. The adjustment to MP-2015 for December 31, 2105 financial disclosure
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and 2016 net periodic pension cost reduced the obligation about 1%. The table and
projection scale will continue to be studied in conjunction with utility industry

workforces to determine if adjustments should be considered to better reflect

anticipated mortality rates for this industry.

ACTUARIAL ASSUMPTIONS FOR PENSION COSTS

What specific topics do you cover in this section of your testimony?
I address three topics. First, I provide a background on the professional standards
and processes for selecting actuarial assumptions and explain that the Company’s
approach is consistent with these requirements. Second, I describe the accounting
methodologies used by the Company for calculating pension cost and the reason they
are appropriate from a ratemaking perspective. Third, I address the apparent and
unintended consequences created for the Company in calculating its pension costs if
the changes to the Company’s actuarial assumptions are ordered.
Are there unique considerations for establishing annual costs for pension plans?
Yes. While pension plans pay benefits to retired participants who are in payment
status today, there are also active employees who are earning benefits that will be
paid in the future and former employees with vested benefits that will also be paid in
the future. Determining the plan sponsor’s liability for these obligations and
assigning a cost to the current year requires the projection of future benefit payments
and the discounting of those future benefit payments back to the current date.

Is this difficult to do?
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Yes. It is difficult to predict how long people are going to work, their future pay, the
trajectory of their respective careers, and how long they will live.
What assumptions must be made in calculating an annual pension cost/liability?
Companies must select actuarial assumptions for the occurrence of future events that
will affect the determination of the amount of plan benefits for the participants, when
they will be paid in the future, and the length of time they will be paid. Future events
include demographic changes such as mortality, disability, employment termination,
and anticipated retirement dates. Future events also include economic forecasts for a
variety of factors such as inflation, salary increases and expected future returns on
bonds and plan investments. These assumptions are set by the plan sponsor in
consultation with their actuaries and other advisors.
Can a plan sponsor (the employer) pick any actuarial assumption it wants?
No, for several reasons. First, plan sponsors are not motivated to arbitrarily pick
actuarial assumptions because their costs will not be reflected accurately. Second,
the accounting standards board, the actuarial standards board, and federal agencies
have detailed guidelines on the selection of actuarial assumptions. For purposes of
determining the liabilities, funded status, and annual costs for pension plans, the two
primary areas of focus for these governing bodies are cash funding requirements and
company accounting. For cash funding, IRS rules require specific methods and
assumptions be used to determine liabilities and annual funding requirements for
pension plans as well as annual reporting to various government agencies. For
company accounting, U.S. Generally Accepted Accounting Principles (“U.S.

GAAP”) requires specific methods and assumptions that must be followed for
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company financial reporting of liabilities for the balance sheet and annual cost for the
income statement under the standard for pension accounting for financial reporting
purposes, ASC 715.
What is the typical process used by a plan sponsor for selecting actuarial assumptions?
For company accounting, the Financial Accounting Standards Board (“FASB™) has
issued extensive guidance on assumption selection for purposes of company financial
statements. Based on guidance from the FASB, the plan sponsor is responsible for the
selection of actuarial assumptions. It is common for the plan’s actuary to assist in the
assumption selection process, particularly in providing documentation that supports
the selection. In addition, the company auditors also need to approve the actuarial
assumptions, so there needs to be sufficient evidence supporting that the selected
assumptions are reasonable. Actuaries are bound by Actuarial Standards of Practice,
including those that pertain to measuring pension obligations and the assumption
selection process. When evaluating a prescribed assumption or method selected by
the plan sponsor, actuaries must consider whether the assumption or method
significantly conflicts with what, in their professional judgment, would be reasonable
for the purpose of the measurement. If there is a significant conflict, actuaries must
disclose the conflict in appropriate communications.
Is Hawar'i Electric Light’s approach consistent with industry practices?
Yes, it is.
Is this assumption-setting process also appropriate for determining pension costs in

rate cases?
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Yes. Given the complexity of the actuarial calculations and the importance of the

assumptions to the cost determination, the process has the following benefits:

e It is driven by external guidelines and standards of practice that ensure reasonable
assumptions are chosen.

e It produces assumptions consistent with the economic environment from year to
year.

e It produces assumptions in line with other organizations thereby producing
pension and benefit plan related financial results across industries and companies
that are more comparable such that real economic differences in the health and
funding of plans is more readily apparent.

Should a state regulatory commission order the use of different, other than U.S.

GAAP, actuarial assumptions?

No, that would not be prudent. Non-standard actuarial assumptions are contrary to the
FASB’s design for ASC 715 and the IRS’s design for funding. If a commission
requires the use of different, or non-standard, assumptions, the Company is required
to actuarially determine its pension cost under three methods: U.S. GAAP under
ASC 713, funding requirements as determined under the Internal Revenue Code
“IRC”, and a new method as required under the order. This will result in annual
differences between the cost basis used for company financial reporting, funding and
ratemaking. The annual differences between methods can grow over time and
become quite significant relative to the company financials. The differences will be

reported and could create doubts with the Company auditors regarding recovery.
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How is the discount rate determined?
Under ASC 715, the discount rate selected by the Company is subject to review by the
external auditor and must be based on rates that would be used to settle pension
obligations. This rate is allowed to be determined based on the internal rate of return
of a bond portfolio of high quality bonds structured to provide the benefits promised
by the plan. The bonds must be selected and valued as of the measurement date. As
rates of return on high quality bonds have been decreasing over recent years so have
discount rates used to measure pension obligations.
What is the discount rate assumed for the December 31, 2015 disclosure and 2016
NPPC?
The discount rate of 4.6% 1s based on the high-quality bond market as of the
measurement date, December 31, 2015. Projected benefit cash flows based on
demographic assumptions are compared to returns available from high-quality bonds
as of that date and an internal rate of return of the bond portfolio that can provide the
needed cash flow for benefit payments is adopted as the discount rate. The discount
rate 1s 4.60% for 2016 NPPC and 4.57% for 2016 NPBC.
What is the sensitivity of NPPC to the discount rate?
Results of the 2016 valuation include an estimate of 2017 NPPC using a discount rate
of 4.60% with sensitivity for plus or minus 0.5% (4.10% and 5.10%). A 50 basis
point decline in discount rate is expected to increase the Hawai‘i Electric Light
portion of 2017 NPPC by about_. A 50 basis points increase in discount

rate was expected to reduce the Hawai‘i Electric Light portion of 2017 NPPC by

abou [
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What is the expectation of future NPPC assuming a discount rate of 3.8% for 2017
(reflecting July 2016 market conditions) with an increase of 15 basis points per year
and expected asset returns are realized?
If the discount rate drops from 4.6% to 3.8%, then experiences a gradual increase
while expected asset returns are realized, I would expect to see an initial increase in
NPPC from 2016 to 2017 of about_ followed by a decreasing NPPC over
the next few years as accumulated losses are amortized and a smaller remaining
balance is subjected to amortization for subsequent years. Initial five-year budget

projections indicate an expected increase in the Hawai‘i Electric Light portion of

NPPC of about_ from 2016 to 2017 followed by decreases averaging

about _ per year for the following four years.

What happens to NPPC if the discount rate increases?

An increasing discount rate will lower service cost and result in actuarial gains
associated with the measurement of obligation. The gains would offset accumulated
losses which would lower the balance of accumulated losses subject to amortization in
NPPC. According to projections of 2017 NPPC mentioned above, the Hawai‘i
Electric Light portion of 2017 NPPC would decrease about- with a 50

basis point increase in discount rate. (Exhibit 7A, HELCO-1308)*

OTHER POST RETIREMENT BENEFITS (“OPEB”)

Q. How does the Hawai‘i Electric Light portion of 2016 Net Periodic Benefit Cost

* The information contained in HELCO-1308 is confidential and will be provided when the Commission issues
a protective order in this proceeding. This information is proprietary to Towers Watson and Towers Watson
client use only, and not provided or disclosed to the general public
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(“NPBC”) compare to the 2010 NPBC and what are the factors that cause a
difference?

A A comparison to the NPBC for 2016 to the 2010 NPBC (excluding the executive life

benefit) is provided as HELCO-1302 and is summarized below.

Comparison of Components of NPBC, 2010-2016
(Thousand $)
2010 Actual | 2012 Actual 2014 Actual 2016 Actual
Service Cost 775 551 458 370
Interest Cost 1,604 1,237 1,152 1,172
Expected Return (1,789) (1,640) (1,663) (1,680)
Amortization of 332 332 0 0
Transition
Obligation
Amortization of (65) (574) (574) (574)
Prior Service
Cost
Amortization of 0 296 0 168
(Gain)/Loss
Total 857 202 (627) (544)
NPBC

The 2016 NPBC is based on the January 1, 2016 actuarial valuation under the ASC
715. Descriptions of the components of NPBC and the factors that determine NPBC
are found in HELCO-1307 and HELCO-1307A. They are similar to NPPC.

As shown in the table above, the change from 2010 NPBC of $857 to 2016
NPBC of —$(544) is a decrease in cost of about $(1,401). The decrease is attributable
to a combination of gains in post-age 65 premiums and later expected retirement ages
adopted as a result of plan design changes. These gains were offset somewhat by a
decrease in the discount rate and adjustment to medical trend rates. A comparison by
component of the NPBC for 2016 to the 2010 NPBC is provided as HELCO-1302.

Q. How do changes in the discount rate affect NPBC?
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The effects of a changing discount rate on NPBC are similar to that of NPPC described
above with a few exceptions. The plan is smaller in terms of obligation, is designed
such that future benefits decrease at each participants’ age 65 resulting in a shorter
discount period, and has a cap on employer-provided benefits.
Based on the 2016 valuation results, the projected 2017 NPBC is _

A 50 basis point decrease in discount rate is expected to increase the Hawai‘i Electric

Light portion of 2017 projected NPBC about_
I 1 50 basis point ncesase i
discount rate is _effect on NPBC.

Have other changes outside the pension plan design been considered to promote longer
career service and reduce cost?

Hawai‘i Electric Light changed the eligibility requirements for post-retirement
medical coverage for bargaining unit employees through the collective bargaining
process (HELCO-1309) and for management employees. In particular, after 2011,
bargaining unit employees will need a career service of twenty years and minimum
age of 55 to be eligible for retiree medical benefits. Management employees hired
before May 1, 2011 will need to satisfy the rule of 70 (age plus years of service at
retirement equal to 70 or more) for their retiree medical benefits, while management
employees hired after April 30, 2011 must meet the same conditions as bargaining unit
employees. The increase in service requirement for full benefits is expected to keep
desirable employees working a few years longer than they may have otherwise.
Benefit payouts will be lower as later retirement means benefits will be paid for a

shorter time period.
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Will recent health care reform legislation affect the cost of the retiree medical plan?
Health care reform legislation is not expected to have a significant direct impact on the
Company’s cost for retiree medical benefits. Hawai‘i Electric Light’s retiree medical
benefits provided prior to age 65 are the same benefits provided to active employees
with two exceptions: the cost of the benefits in retirement are shared with the retiree
based on service with the Company at retirement and the employer share of the cost is
limited by a fixed dollar cap for retirements after 1998. Once the cap is reached, the
employer share of the cost will decrease as a percentage of the total benefit as the
employer will pay no more than the cap towards premiums.

For coverage after age 65, the employer exposure is lower due to the integration
of medical coverage with Medicare. Further, the Company is taking advantage of
products offered on the market as a result of the medical reform legislation. The
Company will continue to review products available each year to more efficiently
deliver benefits to retirees.

Health care reform legislation also introduced an excise tax that is expected to
apply to plans that exceed certain benefit thresholds in the future (2018 and later);
however, based on the structure of the retiree medical benefits, any excise tax is
expected to apply as an increase in administrative cost to be shared with employees. If
the cap on the employer share of the benefit has been reached, then the entire increase
resulting from an excise tax would be borne by the retiree. On this basis, the excise

tax 1s not expected to increase the Company’s obligations related to retiree health care.
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CONSIDERATIONS TO CONTROL COST LEVEL AND VOLATILITY

Has Hawai‘i Electric Light explored ways to reduce employee pension and benefits
expense?

Yes. As stated above, in an effort to control cost, manage the workforce and in
conjunction with the collective bargaining process, Hawai‘1 Electric Light made
changes to both its pension and post-retirement medical plans for both the bargaining
unit and management employees. A discussion of the labor negotiations and the final
negotiated provisions for pension benefits can be found in HELCO-1309. Actual
changes to the benefits include requirement of additional service to be eligible for
post-retirement medical benefits for both new and current employees. In addition, the
defined benefit plan was changed for bargaining unit and management employees
hired on or after May 1, 2011 with the following modifications: (1) lowering the
multiplier used in calculating the pension benefit; (2) reducing subsidies related to
early retirement and raising the ages of eligibility for retirement benefits; (3) raising
the earliest retirement age; (4) raising the age for full retirement eligibility; (5)
increasing the years of service for retirement; and (6) eliminating the automatic cost of
living increases.

Hawai‘i Electric Light anticipates cost savings as current employees covered by
the legacy design leave the Company and are replaced by new employees covered
under the new design. In addition to reducing cost, the changes in eligibility for
retirement and post-retirement medical benefits are expected to extend the expected
working life of employees as retirement is deferred to attain better benefits. Longer

working careers are expected to result in long term reductions in pension costs.
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Please describe the efforts undertaken to control costs.
As previously stated, in 2011, as a result of collective bargaining, Hawai‘i Electric
Light made changes to the retirement benefit program which included reducing the
defined benefit and increasing the defined contribution benefit. The agreement was
ratified with the International Brotherhood of Electrical Workers, Local Union 1260
(the “IBEW™). Hawai‘i Electric Light does not plan to eliminate its non-contributory
defined benefit plan. In addition, the defined benefit plan, with respect to bargaining
unit employees, cannot be unilaterally terminated, frozen, or modified by Hawai‘1
Electric Light. The existing defined benefit plan provides certain advantages and
benefits to employees, which are expected to assist Hawai‘i Electric Light in recruiting
and retaining experienced and highly-skilled employees by offering a competitive
benefit package.
What are some other advantages and disadvantages of a defined benefit pension plan
compared to a defined contribution (such as a 401(k)) plan?
A defined benefit pension plan can be designed to provide cost-efficient, secure, long-
term retirement income for the employee retiring after a career of service. Part of the
design is to entice the employee to work until retirement to earn this security; this long
service is a benefit to the Company that spent years training the employee to perform
specialized tasks.

Disadvantages of the defined benefit plan include potential cost volatility

resulting from changing economic conditions and difficulty in explaining the defined
benefit plan to employees. The cost of a defined benefit plan can be volatile as the

plan sponsor shoulders the risks associated with investment, longevity, economy and
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inflation. The traditional pension plan has also been subject to unpredictable changes
in legislation, and can be difficult to understand by the typical employee with regard to
administration in accordance with rules and regulations as well as understanding the
underlying value of the benefit.
What are the advantages and disadvantages of a defined contribution plan?
In contrast to the predictable monthly benefit provided by a defined benefit plan, in a
defined contribution plan, the employee or the employer (or both) contribute to the
employee’s individual account under the plan, and the contributions are invested on
the employee’s behalf. Employees will ultimately receive the balance in their
accounts, which is based on contributions, plus or minus investment gains or losses.
The advantages of a defined contribution plan are the ability to provide a benefit that is
easy to communicate with a low financial risk (volatility) to the plan sponsor. Under
current laws, the benefit can be fairly easy to change (subject to agreement with the
union for collectively bargained benefits) and can generally be designed to encourage
employee participation in retirement savings.

However, a defined contribution plan shifts all the investment, longevity,
inflation and economic risk to the employees. Theoretically, the benefit from a
defined contribution arrangement comes at a higher cost to the employer than a
defined benefit plan to deliver the same level of benefits at retirement. The
theoretically higher cost is based primarily on the assumption that investment returns
of individual employees will be lower than returns the Company may achieve with a
more efficient investment allocation based on a larger group and higher asset levels. If

the Company desires to provide the same level of benefit, then the contribution
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amounts would need to be adjusted to reflect the lower anticipated returns of
employees’ investment strategies versus the Company’s investment strategy.
Which one — a defined benefit pension plan or a defined contribution plan — is a more
effective workforce management tool?
The defined contribution plan is not particularly effective as a workforce management
tool as the employee has a fully portable benefit which decreases the retention features
of a retirement plan. The defined contribution plan is designed more for wealth
accumulation than for retirement benefits and employees may make retirement
decisions based on whether they feel their wealth at a given point in time can support
them in retirement. This could lead to employees staying on the payroll beyond their
productivity to the company or perhaps retiring before they have, in fact, accumulated
sufficient wealth for retirement. The design of an annuity pension benefit can be used
to assist in workforce management by providing a means for employees to move into
retirement with a secure retirement income while making way for younger employees
to grow into career positions. The eligibility rules for a pension benefit can be used to
entice employees to work a full career and prevent the leakage of employees with

desirable skills from prematurely leaving the company.

SUMMARY
Please summarize your testimony.
The retirement benefit plans are an important component of the total compensation
package for Hawai‘i Electric Light employees. In an effort to control cost and manage

the workforce, in 2011, Hawai‘i Electric Light made changes to its retirement plan and
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post-retirement medical plan for both bargaining unit and management employees,
which resulted in cost savings as current employees covered by the legacy design leave
the Company and are replaced by new employees covered under the new design. The
plan design changes are expected to result in employees delaying retirement to ages
more advantageous to the Company’s work force planning. These changes, benefit
eligibility and early retirement conversion factors, are expected to save cost while
preserving the pension benefit available to employees at an age 62 retirement age. If
the Company’s defined benefit plan were eliminated, highly skilled and experienced
employees may have less incentive to join or remain with the Company. If a lower
multiplier, e.g., 1.25%, was used to determine pension benefits without an offsetting
increase in other benefits such as a match of employee deferrals under a 401(k) plan,
then the value of pension benefits would likely fall below the average of peer
companies and total compensation would be at a level that would make attraction and
retention of desirable employees difficult.

NPPC and NPBC have been fluctuating over recent years with notably high
levels in 2013 and 2015 as a result of economic conditions that have caused a decrease
in discount rate. In accordance with accounting rules, the discount rates are tied to the
return on high quality corporate bond rates as of each measurement date of the plans’
obligations. If discount rates stabilize, the NPPC and NPBC will gradually decline as
accumulated losses are reduced through recognition by amortization in the NPPC and
NPBC. If discount rates decline, the NPPC and NPBC are expected to increase;
conversely, if the discount rates increase, the NPPC and NPBC are expected to

decrease.
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Future cost will ultimately depend on market conditions as of each valuation
date, including the discount rates associated with high-quality corporate bond market,
and the actual performance of assets held in the pension trust. There is no definitive
way to know what will happen. Plan design changes have lowered exposure to market
conditions and should help reduce volatility related to obligations and costs.

The NPBC, after plan design changes and funding to the OPEB plan, appears to
be under control at low levels. Based on current conditions, the NPBC is expected to
remain low.

Does this conclude your testimony?

Yes, it does.
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Resume of Leonard E. Smothermon

Name Leonard E. Smothermon
Present Employer Willis Towers Watson
Business Address 737 Bishop Street

Suite 2700

Honolulu, Hawaii 96813
Telephone (808)535-0517 business office

(808)375-2683 mobile
E-mail Address leonard.smothermon@willistowerswatson.com

Position Senior Consulting Actuary

Retirement Practice Leader of Honolulu Office

Employment History Willis Towers Watson (2001 — present; includes time
with Watson Wyatt Worldwide prior to a 1/1/2010
merger with Towers Perrin to form Towers Watson and
merger with the Willis Group effective 1/1/2016 to form
Willis Towers Watson)

Honolulu, Hawaii

Milliman USA (1998 —2001)

Dallas, Texas

Consulting Actuary and Growth Development

AAC Group (SynHRgy) (1996 — 1998)

Dallas, Texas

Consulting Actuary — development of pension
administration system

Milliman & Robertson (1994 — 1996)

Dallas, Texas

Consulting Actuary

Buck Consultants (1985 — 1994)

Dallas, Texas

Actuary
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Relevant e Manage the retirement practice of the Honolulu
Responsibilities Office of Willis Towers Watson including the

oversight of all pension actuarial work prepared
by Willis Towers Watson for Hawai’i clients,
training of local associates, and responsibility for
financial results of the Honolulu office

¢ Financial reporting information under U.S.
GAAP (FAS and ASC) and International
Accounting Standards for clients

¢ Funding valuations under ERISA and issue
resolution for benefit plans

e Union negotiations including plan design, costing
alternatives and representation of plan proposals
to union

e Pension and postretirement medical plan design

including company objective analysis, costing,

testing for non-discrimination and

communication

Cost projections and risk issues

Rate case support

Experience studies for assumption setting

Administrative issue resolution for pension plans

Plan termination issues

General pension plan issues

Presentations of relevant material to the benefits

community

Education and
Professional
Development

Fellow, Conference of Consulting Actuaries
Associate, Society of Actuaries

Member, American Academy of Actuaries
Enrolled Actuary under ERISA

Bachelor of Science with Highest Honors and
Academic Distinction from Texas A&M —
Commerce (fka East Texas State University)
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Retirement Plan for Employees of Hawaiian Electric Industries, Inc. and Participating Subsidiaries

lllustrative Comparison - Union Retirement Benefits
New Hire (post 4/30/2011) Benefit Structure versus Legacy Structure
1 Assume Hired at Age 27
4.6% Discount Rate and DC Return
Age 60 Retirement
Valuation Graded Salary Scale

1200%
|
o 1000% .
- :
@ 0, .
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- - ‘
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7 - SR
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* Legacy Formula + New Formula Plus DC Match - New Formula  x DC 3% Match

lllustrative Comparison - Nonunion Retirement Benefits

New Hire (post 4/30/2011) Benefit Structure versus Legacy Structure
Assume Hired at Age 27
4.6% Discount Rate and DC Return
Age 60 Retirement
Valuation Graded Salary Scale
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+ Legacy Formula + New Formula Plus DC Match - New Formula x DC 3% Match
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Retirement Plan for Employees of Hawaiian Electric Industries, Inc. and Participating Subsidiaries
Comparisons of Annual Benefit Accruals as a Percent of Pay Based on Age and Credited Service

Page 2 of 4

Assumptions: Discount Rate 4.60% Salary Scale: Graded scale used for actuarial valuation
DC Adjustment: 3.00% Mortality: RP-2015 Male Annuitant Table
Retirement Age 60

Negative indicates reduction in benefit accrual

Union - Hired Post 04/30/2011 Formula without Defined Contribution Adjustment MINUS Hired Pre 05/01/2011 Formula

Credited Service
Age 1 2 3 4 5 7 12 17 22 27 32 37
22 2.22% 2.43% -2.64% -2.86%
27 2.79% -3.00% 3.21% -3.43% -3.64% -4.06%
32 -3.50% -3.72% -3.94% -4.15% -4.37% 4.81% -5.90%
37 -4.39% -4.62% -4.85% -5.08% -5.31% -5.76% -6.90% -8.04%
42 5.52% -5.76% 6.01% -6.25% -6.49% -6.98% 8.21% -9.43% -10.66%
47 6.94% 7.21% -7.48% -7.74% -8.01% -8.55% -9.90% -11.25% -12.60% -13.95%
52 8.79% -9.10% -9.40% 971% -10.02% -10.63% -12.16% -13.70% -15.23% -16.76% -18.30%
57 -11.31% -11.67% -12.03% -12.39% -12.75% -13.47% -15.28% -17.09% -18.89% -20.70% 2251% 3.55%
62 -11.46% -11.80% -12.14% -12.48% -12.82% -13.51% -15.22% -16.93%  -18.64% -20.35% -22.06% 7.04%
67 -9.65% -9.92% -10.20% -10.48% -10.75% -11.30% -12.68% -14.06% -15.44% -16.81% -18.19% 7.04%
Union - Hired Post 04/30/2011 Formula PLUS Defined Contribution Adjustment MINUS Hired Pre 05/01/2011 Formula
Credited Service
Age 1 2 3 4 5 7 12 17 22 27 32 37
22 0.78% 0.57% 0.36% 0.14%
27 0.21% 0.00% 0.21% -0.43% -064% -1.06%
32 -0.50% 0.72% -0.94% -1.15% -1.37% -1.81% 2.90%
37 -1.39% -1.62% -1.85% -2.08% -2.31% 2.76% -3.90% -5.04%
42 2.52% 2.76% -3.01% -3.25% -3.49% -3.98% 5.21% 6.43% -7.66%
47 -3.94% 4.21% -4.48% -4.74% -5.01% -5.55% -6.90% -8.25% -9.60% -10.95%
52 5.79% 6.10% -6.40% 671% -7.02% 7.63% 9.16% -10.70%  -12.23% -13.76% -15.30%
57 8.31% 8.67% -9.03% -9.39% -9.75% -10.47% -12.28% -14,09% -15.89% -17.70% -19.51% 6.55%
62 8.46% -8.80% -9.14% -9.48% -9.82% -10.51% 12.22% -13.93% -15.64% -17.35% -19.06% 10.04%
67 6.65% 6.92% -7.20% -7.48% -7.75% -8.30% -9.68% -11.06% -12.44% -13.81% -15.19% 10.04%
[T |
Nonunion - Hired Post 04/30/2011 Formula without Defined Contribution Adjustment MINUS Hired Pre 05/01/2011 Formula
Credited Service
Age 1 2 3 4 5 7 12 17 22 27 32 37
22 -1.55% -1.70% -1.85% -201%
27 -1.98% 2.14% -2.30% -245% 261% -2.92%
32 -2.53% -2.69% -2.85% -3.01% -3.18% -3.50% 4.32%
37 -3.20% -3.38% -3.55% -372% -389% 4.23% -5.09% -5.95%
42 4.06% -4.24% -4.43% -461% -4.79% 5.16% 6.09% 7.01% -7.93%
47 5.13% 5.33% -5.54% -5.74% -5.95% 6.35% 7.37% -8.39% 941% -10.43%
52 6.53% 6.76% -6.99% 7.22% -7.46% 7.92% -9.08% -10.24% -11.40% -12.55% 13.71%
57 8.42% -8.70% -8.97% -9.24% 951% -10.06% -11.43% -12.79% -14.16% -15.52% -16.89% 11.81%
62 -8.05% -8.29% -8.53% -8.78% -9.02% -9.50% -10.72% -11.93% -13.15% -14.36% -15.57% 16.51%
67 6.99% 7.19% -7.39% -7.59% -7.79% 8.18% -9.18% -10.18% -11.18% -12.18% 13.17% 14.60%
Nonunion - Hired Post 04/30/2011 Formula PLUS Defined Contribution Adjustment MINUS Hired Pre 05/01/2011 Formula
Credited Service
Age 1 2 3 4 5 7 12 17 22 27 32 37
22 1.45% 1.30% 1.15% 0.99%
27 1.02% 0.86% 0.70% 0.55% 0.39% 0.08%
32 0.47% 0.31% 0.15% 001% -0.18% 0.50% -1.32%
37 0.20% -0.38% -0.55% -0.72% -0.89% -1.23% -2.09% -2.95%
42 -1.06% -1.24% -1.43% -161% -1.79% 2.16% -3.09% 4.01% 4.93%
47 213% -2.33% -2.54% 274% -295% 3.35% 4.37% -5.39% 6.41% 743%
52 353% -3.76% -3.99% -4.22% -4.46% -4.92% 6.08% 7.24% 8.40% -9.55% -10.71%
57 542% -5.70% -5.97% -6.24% -651% -7.06% -8.43% -9.79% -11.16% -12.52% -13.89% 14.81%
62 5.05% 5.29% -5.53% -5.78% -6.02% 6.50% 1.72% -8.93% -10.15% -11.36% -12.57% 19.51%
67 -3.99% 4.19% -4.39% -4.59% -4.79% 5.18% 6.18% -7.18% -8.18% -9.18% -10.17% 17.60%
© Willis Towers Watson. All rights Reserved. Page 2
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Retirement Plan for Employees of Hawaiian Electric Industries, Inc. and Participating Subsidiaries
Present Value of Lower Expected 2016 Benefit Accruals - Post 04/30/2011 Hires Only as of January 1, 2016
Assumptions: Discount Rate 4.60% Salary Scale: Graded scale used for actuarial valuation
DC Adjustment: 3.00% Mortality: RP-2015 Male Annuitant Table
Retirement Age 60
Negative indicates reduction in benefit accrual
Union - Hired Post 04/30/2011 Formula PLUS Defined Contribution Adjustment MINUS Hired Pre 05/01/2011 Formula
Count Pay Change in PV of Annual Accrual
Credited Service Credited Service Credited Service
Age 1 2 3 4 1 2 3 4 1 2 3 4
22 0 1 0 0 0 71,635 0 0 0 406 0 0
27 2 1 1 7 117.915 51,667 77.272 531,502 249 -1 -165 2,267
32 3 1 3 2 186.951 63,690 195,166 146,890 -934 457 -1,826 -1,694
37 0 3 2 2 0 197,454 167.814 166.795 0 3,200 3,103 -3.465
42 0 0 2 2 0 0 113,818 167.606 0 ] -3,420 -5.447
47 0 2 1 3 0 139,942 72,550 226,969 0 5,885 -3,247 -10,769
52 0 0 0 0 0 0 0 0 0 0 0 0
57 0 1 0 1 0 91,499 0 84,032 0 -7.930 0 -7,890
62 0 0 0 1 0 0 0 90,085 0 0 0 -8,543
67 0 0 0 0 0 0 0 0 0 0 0 0
Totals | 5 9 9 18, 304,866 615,887 626,620 1.413.879] 685 -17,067 -11,760 40,075
41] | 2,961,252] | -69.586]
Nonunion - Hired Post 04/30/2011 Formula PLUS Defined Contribution Adjustment MINUS Hired Pre 05/01/2011 Formula
Count Pay Change in PV of Annual Accrual
Credited Service Credited Service Credited Service
Age 1 2 3 4 1 2 3 4 1 2 3 4
22 1 0 0 0 60,600 0 0 0 880 0 0 0
27 1 1 1 0 65,292 80,900 88,000 0 664 696 619 0
32 1 0 3 0 80,028 0 222,627 0 380 0 332 0
37 1 1 0 0 80,900 106,019 0 0 -165 -399 0 0
42 1 0 0 2 90,030 0 0 159,990 951 0 0 2,576
47 1 2 0 0 63,386 164,187 0 0 -1,350 3,831 0 0
52 1 0 1 0 72,900 0 111,481 0 2,573 0 4,451 0
57 1 1 1 1 55,724 121,606 81,100 90,015 -3,022 6,926 4,840 5,618
62 0 0 2 0 0 0 151,500 0 0 0 8,383 0
67 0 0 0 0 0 0 0 0 0 0 0 0
Totals | 8 5 8 3| 568,860 472,712 654,708 250,005] -6,136 -10,460 -16,723 -8,195
| 24| | 1.046.285] | 41514
[ |
Total
Count Pay Change in PV of Annual Accrual
Credited Service Credited Service Credited Service
Age 1 2 3 4 1 2 3 4 1 2 3 4
22 1 1 0 0 60,600 71,635 0 0 880 406 0 0
27 3 2 2 7 183,207 132,567 165,272 531,502 913 695 454 2,267
32 4 1 6 2 266,979 63,690 417,793 146,890 554 457 -1,493 1,604
37 1 4 2 2 80,900 303473 167,814 166,795 -165 -3,599 3,103 -3.465
42 1 0 2 4 90,030 0 113,818 327,59 -951 0 -3,420 -8,023
47 1 4 1 3 63,386 304,129 72,550 226,969 -1,350 9716 -3,247 -10,769
52 1 0 1 0 72,900 0 111,481 0 2,573 0 4,451 0
57 1 2 1 2 55,724 213,105 81,100 174,047 -3,022 -14,856 4,840 -13,509
62 0 0 2 1 0 0 151,500 90,085 0 0 8,383 -8,543
67 0 0 0 0 0 0 0 0 0 0 0 0
Totals | 13 14 17 21] 873726 1,088599 1,281,328 1,663,884] -6,821 27,527 -28.484 -48.269
65| | 4.907.537| _-111.100]

© Willis Towers Watson. All rights Reserved. Page 3
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Retirement Plan for Employees of Hawaiian Electric Industries, Inc. and Participating Subsidiaries
Using 2016 Demographics and Pay Level as a Proxy - Project Annual Reduction in Present Value of Benefit Accrual If All Under Post 04/30/2011
Graded scale used for actuarial valuation
RP-2015 Male Annuitant Table

Assumptions: Discount Rate 4.60%
DC Adjustment: 3.00%
Retirement Age 60

Negative indicates reduction in benefit accrual

Count - Union and Nonunion

Credited Service

Age 1 2 3 B} 5

22 1 1 0 0 0

27 3 2 2 7 2

32 4 1 6 2 3

37 1 4 2 2 2

42 1 0 2 4 1

47 1 4 1 3 1

52 1 0 1 0 0

57 1 2 1 2 0

62 0 0 2 1 0

67 0 0 0 0 0

Total 13 14 17 21 12
Pay - Union and Nonunion
Credited Service

Age 1 2 3 - 5

22 60,600 71,635 0 0 0

27 183,207 132,567 165272 531,502 179,317

32 266,979 63,690 417.793 146,890 554,147

37 80,900 303,473 167814 166,795 161,824

42 90,030 0 113818 327,596 80,142

47 63,386 304,129 72,550 226,969 91,210

52 72,900 0 111481 0 0

57 55,724 213,105 81,100 174,047 0

62 0 0 151,500 90,085 0

67 0 0 0 0 0

Total 873,726 1,088,599 1,281,328 1,663,884 1,066,640

7

0

186,805
1,397,138
1,643,908
885,464
675,670
254,301
345,644
299,796
90,542
5,779,268

Salary Scale:

Mortality:

-

NN ~NOoON

Bowoodn

12

0

0
662,896
597,155
610,285
1,424,826
731,908
541,637
288,285
0
4,856,992

Change in Present Value of Annual Benefit Accrual - Union and Nonunion - 2016 Dollars

Credited Service
Age 1 2 3 4 5
22 880 408 0 0 0
27 913 695 454 2267 -1,146
32 -554 457 1493 1,684 -5,338
37 -165 -3,509 3,103 -3.465 3731
42 -951 0 3420 -8,023 -2,801
47 -1,350 9716 3247 -10,769 2,686
52 2,573 0 4451 0 0
57 3,022 14,856 4840 -13,509 0
62 0 0 8383 -8,543 0
67 0 0 0 0 0
Total 6,821 -27,527 28484 -48,269 -15,702

Vs

0
-1.988
21,852
-37,967
-31,963
-31,325
-19.404
-27,422
-23,164
<7518
-202,702

12

]

0
-17,768
-22,083
29,965
93314
-61,810
62,702
30,984
0
-318,626

Change in Present Value of Annual Benefit Accrual - Union and Nonunion - Percent of Pay

Credited Service

Age 1 2 3 4 5
22 1.45% 0.57%
27 0.50% 0.52% 0.27% -0.43% -0.64%
32 0.21% -0.72% 0.36% -1.15% -0.96%
37 -0.20% 1.19% -1.85% -2.08% 231%
42 -1.06% 3.01% -2.45% -3.49%
47 2.13% -3.19% 4.48% -4.74% 295%
52 -3.53% -3.99%
57 -5.42% 6.97% 5.97% -7.76%
62 5.53% -9.48%
67

Total -0.78% -2.53% 222% -2.90% -1.47%

© Willis Towers Watson. All rights Reserved.
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-1.06%
-1.57%
2.31%
-361%
-4.84%
-7.63%
-7.93%
7.73%
-8.30%
-351%

12

-2.68%
-3.70%
-4.91%
-6.55%
-8.45%
-11.58%
-10.75%

-6.56%

- - - 0w wo oo oN

-
>

-15.431
-21,108
-44,356
-10.685
-12,674
-6,778
-111,030

17

-4.62%
TA7T%
-8.53%
-9.79%
-13.93%
-7.18%
-7.69%

- N
Sovotdroo00o0N

oooog

391,560
1,837,351
1,479,609

600,542

238,725

0
4,547,787

-29,977
-150,098
-184,412

-79,746

29,795

0
-454,029

-7.66%
-8.17%
11.11%
-13.28%
-12.48%

-9.98%

Over 25
0
0
0
0
)
0

1,017,015
1,441,542
525,069
192,314
3,175,940

Over 25

ocoocooo

~144.753
-179,463
-79,616
14,134
-389,697

Over 25

-14.23%
-12.45%
-15.16%

7.35%
-12.27%

Page 4 of 4

Total
132,235
1,378,670
3,509,533
3,121,869
2,832,889
4,990,380
4,187,339
3,562,477
1,684,461
377,256
25,777,109

Total
1,286
-3,337
49,256
-74113
-122,531
-323,611
-441,758
-396,244
-193,159
-161
-1,602,885

Total
0.97%
-0.24%
-1.40%
2.37%
-4.33%
8.48%
-10.55%
-11.12%
11.47%
-0.04%
8.22%
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Attraction and Retention:
What Employees Value Most

By Steve Nyce

Even with unacceptably high unemployment
in the national economy, U.S. companies
are struggling to attract talented employees
with critical skills.! Employees, meanwhile,
remain anxious about their retirement
prospects and yearn for financial security,
including benefit guarantees.” Workers’
reordered priorities are shaping their
decisions about whether to take a new job
or to remain with their current employer,
according to the 2011 Towers Watson
Retirement Attitudes Survey. This article
describes the attraction and retention value
employees assign to their employer’s health
and retirement benefits.

The right mix of benefits can be a critical
component in a successful long-term plan for
attracting and retaining employees, proving to be

the competitive advantage employers need to
succeed in a challenging economic environment.

This article is the last in a three-part series based
on the Towers Watson survey, which highlights
American workers’ attitudes toward their household
finances, employer-provided benefits and retirement
readiness. The first article, “Retirement Planning in
a Post-Crisis Economy,” focused on workers’
finances, retirement plans and savings, and
retirement delays. The second article, “American
Workers Seek More Security in Retirement and
Health Plans,” looked at how the financial crisis and
its fallout have changed the trade-offs employees
are willing to make to reduce their retirement and
health care risks.

Survey highlights

Between 2009 and 2011, the percentage of
workers younger than 40 who agreed their
retirement program was an important factor in
accepting their job jumped from 28% to 63%.

! See “The Talent M and Rewards Imperative for 2012: Leading
Through Uncertain Times,” 2011/2012 Talent Management and Rewards Study,

North America, Towers Watson Research Report at www.towerswatson.com/
research/5563#Home.

2 See the first two articles in this research series, “Retirement Planning in a Post-
Crisis Economy,” Insider, January 2012, at www.towerswatson.com/united-states/
newsletters/insider/6214; and “ American Workers Seek More Security in Retirement
and Health Plans,” Insider, February 2012, at www.towerswatson.com/united-states/
newsletters/insider/6411.

* More than three-quarters of new hires at
companies sponsoring defined benefit (DB)
plans say the retirement program gives them a
compelling reason to stay on the job, and 85%
hope to work with their employer until they retire.

» Forty-six percent of all respondents agree that

health benefits were an important factor in their

decision to work for their employer, and 55%

consider the benefits a good reason to keep

working for their employer.

Among DB plan participants in 2011, 51% say the

company’s retirement program played a strong

role in their decision to join the company, up
considerably from 31% in 2009, and there was

a similar jump in the attraction value of health

benefits. Retirement and health plans have also

gained considerably more retention value since

2009, especially among companies with DB

plans.

» Workers who lost a DB plan value their company’s
retirement program even less than workers at
companies with only defined contribution (DC)
plans. These employees are least likely to want to
work for their employer until retirement.

* Among workers of all ages with a DB plan, both
retirement and health care benefits are among
the top four influences on job acceptance.

“Retirement benefits

trail health care benefits
for both attraction and

retention.”

Health care and retirement benefits
are powerful attraction and retention
tools

Retirement and health care benefits have long
played important roles in workers’ employment
decisions. Given today'’s rising health costs, it's not
surprising that health care benefits — for both
active and retired employees — are an important
attraction and retention tool (Figure 1, next page).
The high cost of health care leads employees’ list
of retirement security concerns and significantly
affects their retirement timing decisions.?

Retirement benefits trail health care benefits for
both attraction and retention. Roughly one-third of
all responding employees say their retirement
benefits were a primary reason for taking their
current job, and nearly half say the benefits give
them a compelling reason to stay.

3 Ibid.

towerswatson.com/research/insider 1
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Figure 1. Importance of retirement and health care plans for attraction and
retention
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Plan to leave in the next two years

Notes: The survey asked respondents separately about the importance of retirement, active health care and retiree health
care benefits as reasons to join and remain with their current emp indi responses of “somewhat
agree” or “strongly agree” by those offered the benefits by their empluyer

Source: 2011 Towers Watson Retirement Attitudes Survey.

Figure 2. Importance of retirement plans for attraction and retention by plan type
% 20% 40% 60% 80% 100%

Q

Attractlon: Important reason declded to work for employer
Traditional DB plan

47
Hybrid pension plan

DC only

Retentlon: Important reason to stay with employer
Traditional DB plan

Hybrid pension plan

DC only
Note: F di of “somewhat agree” or “strongly agree.”

Source: 2011 Towers Watson Retirement Attitudes Survey.
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For employees with a DB plan, the plan
strongly attracted them to the company

Plan type is decisive for both attraction and
retention. Generally, DB plans carry more weight
than DC plans in attracting and retaining employees.
Roughly half of employees who work for companies
with DB plans say the plan strongly influenced them
to accept their job, compared with one-quarter at
companies with only a DC plan (Figure 2).

At first blush, it appears that hybrid plans — which
typically provide less generous benefits than
traditional DB plans — do an even better job than
traditional DB plans of attracting employees. But the
average age of respondents with hybrid plans is 40,
while the average age of those with traditional DB
plans is 49. As we explore in more detail below,
retirement benefits have become more important to
younger and newly hired employees in recent years.

At companies with traditional DB plans, 69% of
employees say their retirement program gives them
an important reason to stay with their employer,
compared with 37% of those at DC-plan-only
companies. Indeed, more than 80% of employees

at companies with DB plans — both traditional

and hybrid — hope to work for their current employer
until they retire, compared with only 57% of
employees at DC-plan-only organizations.

Cuts in retirement benefits hurt
attraction and retention

As companies have grappled with tighter margins
and looked for ways to trim costs over the last few
years, employees have felt the squeeze in their pay
and benefits.

How have these cutbacks affected attraction and
retention? The answer depends on the type and
severity of the curtailment. Employees who still
have their DB plan and/or retiree medical benefits
continue to cite their retirement program as an
important reason for joining or remaining with the
company.

In organizations that changed their DB plan — such
as by closing it to new hires, converting to a hybrid
plan or freezing benefit increases — employees who
retain their plan, albeit in a modified form, are only
slightly less likely than those with an unchanged

DB plan to say it strongly affects their employment
choices. But employees quickly change their tune

if they lose DB accruals altogether, even when the
company tries to offset the loss by contributing more



to the DC plan. In fact, as shown in Figure 3, workers
who lost a DB plan are less likely than those with
only DC plans (from 2009 to 2011) to value their
retirement program as a reason to stay (33% versus
38%). Former holders of DB plans are least likely

to want to keep working for their employer until
retirement (53%). A very similar pattern emerges for
employees who recently lost their retiree medical
benefits.

Retirement programs also lose attraction and
retention value at organizations that reduce their
401(k) matching contributions. Employees at
companies that scaled back their matching
contributions are less likely to want to stay until
retirement than workers whose matching
contributions were not interrupted (58% versus
66%). Similarly, employees at firms that froze pay
increases or reduced or eliminated bonuses are
less committed to a long career with their employer.
The effects of 401(k) cutbacks and pay reductions,
however, are much less striking than the loss of DB
plan accruals.

Retirement and health care benefits
gain importance as attraction and
retention tools

The economic upheavals of the last few years have
made financial security a much more valuable
commodity. The percentage of employees at
organizations with a DB plan who said the plan was
an important reason they joined their company rose
from 31% in 2009 to 51% in 2011 — nearly a 65%
increase — compared with a 23% boost for

employees at organizations with DC plans (Figure 4).

Likewise, health care benefits have become
increasingly important to all employees, although
DB plan participants value them more highly than
do those with only DC plans. In companies with

DB plans, the percentage of employees citing their
health care plan as an important reason for joining
their employer rose from 36% in 2010 to 52% in
2011 — roughly a 50% jump over one year.

Retirement programs have also become more
valuable retention tools since 2009, although the
gains accrue disproportionately to DB plan sponsors.
Over the last three years, the percentage of workers
saying their retirement program gives them an
important reason to stay with their employer jumped
from 52% to 68% (Figure 5). While health care
gained retention value among all employees, its
value is highest at companies with a DB plan.
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Figure 3. Importance of retirement program for attraction and retention and

effects of employer changes

My company’s | would like
retirement program | to continue
is an important working for
reason ... my current
Changes over the last employer
three years? To join To stay until | retire
All respondents 35% 47% 64%
Made changes to Yes, but still have DB plan | 50% 65% 7%
DB plan Yes, now DC only 27% 33% 53%
No, still have DB plan 51% 70% 79%
No, DC only 26% 38% 58%
Cut 401(k) match | Yes 32% 39% 58%
No 36% 50% 66%
Cut retiree medical | Yes, but still have RM plan | 57% 64% 73%
benefits Yes, now no RM plan 32% 34% 57%
No, still have RM plan 54% 74% 79%
No, don’t have RM plan 40% 44% 68%
Reduced pay Yes 31% 43% 59%
No 37% 50% 67%

Note: Percentages indicate responses of “somewhat agree” or “strongly agree.”
Source: 2011 Towers Watson Retirement Attitudes Survey.

Figure 4. Growing importance of retirement and health care plans for attraction

DB plan DC only
Feb. |June |June |Feb. |June |[June
2009 | 2010 | 2011 | 2009 | 2010 | 2011
My company’s retirement program
was an important reason | decided to | 31% 33% 51% 21% 21% 26%
work for my current employer
My company’s health care program
was an important reason | decided to | N/A 36% 52% N/A 28% 43%
work for my current employer
My company's retiree health program
was an important reason | decidedto | N/A |N/A [48% |N/A [N/A | 32%
work for my current employer

Note: Percentages indicate responses of “somewhat agree” or “strongly agree.”
Source: 2011 Towers Watson Retirement Attitudes Survey.

Figure 5. Growing importance of retirement and health care plans for retention

DB plan DC only
Feb. |June |June |Feb. |June |[June
2009 | 2010 | 2011 | 2009 | 2010 | 2011
My company'’s retirement program is
an important reason | will stay with 52% |[59% |68% |[33% |32% |37%
my current employer
My company'’s health care program is
an important reason | will stay with N/A [55% |65% |N/A |45% |50%
my current employer
My company'’s retiree health program
is an important reason | will stay with | N/A N/A 63% N/A N/A 54%
my current employer
| would like to continue \.Norkln.g for 67% | 80% 70% |53% |e2% |s57%
my current employer until | retire
1 will probal?lylleave my current 16% |20% |30% |22% |24% |30%
employer within the next two years

Note: Percentages indicate responses of “somewhat agree” or “strongly agree.”
Source: 2011 Towers Watson Retirement Attitudes Survey.

towerswatson.com/research/insider 3
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Figure 6. Importance of retirement plan for attraction and retention by age and plan type
DB plan DC only
Feb. June June Percentage Feb. June June Percentage
Age 2009 2010 2011 point change | 2009 2010 2011 point change
My company'’s retirement <40 28% 43% 63% 35 pps 19% 17% 28% 9 pps
program was an important 40s 38% 24% 43% 5 pps 21% 24% 22% 1 pps
reason | decided to work for
my current employer 50+ 30% 35% 40% 10 pps 27% 20% 25% -2 pps
My company's retirement <40 37% 63% 72% 35 pps 29% 26% 36% 7 pps
program is an important 40s 61% 51% 61% 0 pps 32% 37% 33% 1 pps
reason | will stay with my
current employer 50+ 61% 61% 68% 7 pps 37% 32% 45% 8 pps
| would like to continue <40 44% 70% 74% 30 pps 37% 39% 47% 10 pps
working for my current 40s 74% 76% 7% 3 pps 58% 66% 63% 5 pps
employer until | retire
50+ 81% 87% 86% 5 pps 80% 76% 76% -4 pps

Note: Percentages indicate responses of “somewhat agree” or “strongly agree.”
Source: 2011 Towers Watson Retirement Attitudes Survey.

“Younger DB plan
participants are more
than twice as likely as
their counterparts with
only a DC plan to say
their retirement program
strongly influenced their
decision to join their

company.”

4 towerswatson.com/research/insider

In terms of longevity, employee commitment is
strongest for those with DB plans. Nearly four of five
DB plan participants say they want to work for their
employer until they retire, compared with two-thirds
in 2009. Conversely, the comparable percentage has
risen very slightly among employees at companies
with only a DC plan over the three-year period.

While the number of employees planning to stay put
until they retire is rising, there is also a surprising
uptick in the number of employees planning to leave
within the next two years, particularly among those
with a DB plan. Pent-up retirement demand could be
one explanation — reflecting the backlog of older
workers whose delayed retirement is finally at hand.
This could reflect the improvement in 401(k) account
balances as equity prices have recovered from their
lows in 2009.

Moreover, an increasing number of younger
employees — particularly those with DB plans —
appear conflicted about whether to switch
employers. Poor economic conditions, including
beleaguered labor and housing markets, have stifled
job mobility over the last few years, as evidenced by
plummeting voluntary turnover rates.* While younger
workers seem to feel the attraction of security and
DB retirement programs these days, they might also
have a countervailing desire for new opportunities at
other organizations when conditions improve. By
contrast, employees at companies with only a DC
plan — who are less likely to view their employer as
long term to begin with — might have fewer
conflicts. These trends highlight an attractive
opportunity for DB plan sponsors to create a
workforce management profile that leverages greater
stability and company experience.

4 See “The Talent Management and Rewards Imperative for 2012: Leading
Through Uncertain Times,” 2011/2012 Talent Management and Rewards Study,
North America, Towers Watson Research Report at www.towerswatson.com/
research/5563#Home.

Retirement security holds new appeal
for youngest workers

A secure retirement program holds increasing
appeal to all workers, but the increase is especially
striking among DB plan participants younger than 40
(Figure 6). Between 2009 and 2011, the percentage
of workers younger than 40 citing their retirement
program as an important factor in accepting their job
more than doubled — from 28% to 63% — compared
with a nine percentage point gain for employees at
organizations that offer only a DC plan. Younger DB
plan participants are more than twice as likely as
their counterparts with only a DC plan to say their
retirement program strongly influenced their decision
to join their company.

Retirement plans have also become more potent
retention tools, again particularly among younger
employees with a DB plan. Indeed, nearly three-
quarters of these employees cite their retirement
program as a strong incentive to stay with their
employer — double the percentage in 2009 and
twice the retention value reported by younger
employees at DC-plan-only companies. The growing
retention value of DB plans is also reflected in the
substantial uptick in the number of younger DB plan
participants who hope to work for their employer
until retirement. The strong bond between
employees and employers with a DB plan is evident
among employees of all ages.

Defined benefit programs gain
importance with new hires

Perceptible changes in the employment decisions of
recent hires seem to confirm that retirement security
has taken on paramount importance for job seekers.
Between 2009 and 2011, the number of DB plan
participants hired within the last two years who say
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Figure 7. Importance of retirement plan for attraction and retention by years of service and plan type

DB plan DC only
Feb. June June Percentage Feb. June June Percentage
Tenure 2009 2010 2011 point change | 2009 2010 2011 point change
My company'’s retirement <2yrs | 27% 60% 70% 43 pps 16% 20% 27% 11 pps
program was an important 2-5yrs | 18% 30% 67% 49 pps 19% 19% 19% 0 pps
reason | decided to work for
e —— 6-10yrs | 38% 38% 49% 11 pps 23% 22% 27% 4 pps
10+ yrs | 33% 31% 44% 11 pps 24% 21% 30% 6 pps
My company'’s retirement <2yrs | 51% 72% 7% 26 pps 26% 26% 34% 8 pps
program is an important 25yrs | 34% 51% 71% 37 pps 28% 24% 29% 1 pps
reason | will stay with my
current employer 6-10yrs | 45% 53% 63% 18 pps 31% 32% 38% 7 pps
10+ yrs | 60% 61% 69% 9 pps 41% 36% 43% 2 pps
| would like to continue <2yrs | 66% 83% 85% 19 pps 45% 45% 53% 8 pps
working for my current 2-5yrs | 47% 59% 73% 26 pps 34% 49% 47% 13 pps
employer until | retire
6-10yrs | 56% 74% 69% 13 pps 52% 63% 52% 0 pps
10+yrs | 77% 85% 83% 6 pps 70% 70% 70% 0 pps

Note: Per ges indicate resp of “somewhat agree” or “strongly agree.”
Source: 2011 Towers Watson Retirement Attitudes Survey.

the retirement program was an important factor in
choosing their employer jumped from 27% to 70%
(Figure 7). At companies with DB plans, employees
hired within the last two to five years were more
than 3.5 times as likely to say their retirement
program strongly affected their decision (67% versus
18%). Meanwhile, retirement programs have become
only slightly better attraction tools at companies with
only a DC plan over the last three years.

Many more workers who accept a job that offers a
DB plan intend on a long career with their employer.
More than three-quarters of new hires at companies
with a DB plan say the retirement program gives
them an important reason to stay on the job, and
85% say they hope to work for their employer until
retirement.

Employees cite job security, pay and
good henefits as top reasons for taking
their job

Given the state of the economy and job market, it is
no surprise that job security, base pay and benefits
rank high on the list of factors that influence all
employees to accept a job (Figures 8 to 10, next
page). While health and retirement benefits have
traditionally held the strongest appeal for older
workers, younger workers have gained an
appreciation for them as well. For workers of all
ages with a DB plan, both retirement and health
care benefits are among the top four influences on
job acceptance. For the first time, younger
employees with a DB plan cite retirement benefits
more often than vacation/paid time off.

Employees at DC-plan-only companies generally
rank retirement benefits as far less important than
do workers at companies with a DB plan. But all
employees report that health care benefits were
pivotal in attracting them to their current job. These
findings reinforce the results in the first two articles
in this series showing the inextricable link between
rising health care costs and employees’ growing
concerns about financial and retirement security.®

“For the first time, younger
employees with a DB plan

Conclusion cite retirement benefits

more often than vacation/

As the economic recovery hangs in the balance,
employers and employees alike are taking a paid time oft.”
wait-and-see approach in matters of employment.

Many businesses are flush with cash but reluctant

to make more capital investments or hire more

workers, choosing to focus instead on strengthening

their balance sheets. Meanwhile, many employees

have been in a comparable holding pattern, shoring

up their household finances and waiting for the dust

to settle before exploring new job opportunities.

These trends have helped organizations reduce
costly and unwanted turnover, which has boosted
their bottom line. But employees have been asked
to work longer hours while seeing their merit
increases squeezed and their jobs become less
secure. Naturally enough, many of them now value
financial security considerably more highly than they
did before the financial crisis.

Retirement and health care benefits are a cornerstone

of compensation, and today’s precarious economic

5 See Steve Nyce, “American Workers Seek More Security in Retirement and Health
d-st: 1e

Plans,” Insider, February 2012, at com/unite
insider/6411.
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Figure 8. Most important factors in attracting employees younger than 40 to a company

Younger than 40

Younger than 40 with DB plan

HELCO-1306
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Younger than 40 with DC plan only

1. | Job security 1. | Job security 1. | Job security
2. | Base pay 2. | Base pay 2. | Base pay
3. | Health care benefits 3. | Health care benefits 3. | Health care benefits
4. | Vacation/paid time off 4. | Retirement benefits 4. | Vacation/paid time off
5. | Organization’s reputation as a great 5. | Vacation/paid time off 5. | Organization’s reputation as a great
place to work place to work
6. | Length of commute 6. | Career development opportunities 6. | Length of commute
7. | Career development opportunities 7. | Organization’s reputation as a great 7. | Career development opportunities
place to work
8. | Retirement benefits 8. | Promotion opportunities 8. | Challenging work
9. | Challenging work 9. | Incentive pay opportunity 9. | Retirement benefits
10. | Promotion opportunities 10. | Length of commute 10. | Promotion opportunities
Note: Ranking is based on five most important factors out of 23 options.
Source: 2011 Towers Watson Retirement Attitudes Survey.
Figure 9. Most important factors in attracting employees in their 40s to a company
Age 40-49 Age 40-49 with DB plan Age 40-49 with DC plan only
1. | Health care benefits 1. | Health care benefits 1. | Health care benefits
2. | Base pay 2. | Base pay 2. | Base pay
3. | Job security 3. | Job security 3. | Job security
4. | Vacation/paid time off 4. | Retirement benefits 4. | Vacation/paid time off
5. | Challenging work 5. | Organization’s reputation as a great 5. | Challenging work
place to work
6. | Organization’s reputation as a great 6. | Challenging work 6. | Length of commute
place to work
7. | Retirement benefits 7. | Vacation/paid time off 7. | Organization’s reputation as a great
place to work
8. | Length of commute 8. | Career development opportunities 8. | Retirement benefits
9. | Career development opportunities 9. | Length of commute 9. | Career development opportunities
10. | Relationship with supervisor/manager  10. | Incentive pay opportunities 10. | Relationship with supervisor/manager
Note: Ranking is based on five most important factors out of 23 options.
Source: 2011 Towers Watson Retirement Attitudes Survey.
Figure 10. Most important factors in attracting employees age 50 and older to a company
Age 50+ Age 50+ with DB plan Age 50+ with DC plan only
1. | Job security 1. | Job security 1. | Health care benefits
2. | Health care benefits 2. | Retirement benefits 2. | Job security
3. | Base pay 3. | Health care benefits 3. | Length of commute
4. | Retirement benefits 4. | Base pay 4. | Base pay
5. | Length of commute 5. | Challenging work 5. | Vacation/paid time off
6. | Challenging work 6. | Vacation/paid time off 6. | Challenging work
7. | Vacation/paid time off 7. | Organization’s reputation as a great 7. | Organization’s reputation as a great
place to work place to work
8. | Organization’s reputation as a great 8. | Length of commute 8. | Retirement benefits
place to work
9. | Organization’s product(s) or service(s) 9. | Career development opportunities 9. | Physical work environment
10. | Caliber of coworkers 10. | Organization’s product(s) or service(s) 10. | Organization’s product(s) or service(s)

Note: Ranking is based on five most important factors out of 23 options.
Source: 2011 Towers Watson Retirement Attitudes Survey.

6 towerswatson.com/research/insider




conditions have strengthened their appeal. The most
striking shift in attitudes toward retirement security,
risk tolerance, and the value of retirement and health
care benefits has been among younger employees at
organizations with a DB plan. This seems surprising
at first, as young people are generally more risk
tolerant than their elders. But this recession has hit
younger workers particularly hard. Few new jobs
have been created and more older employees are
delaying retirement, making it more difficult for
younger workers to find jobs or to advance in their
careers.

These findings highlight the considerable differences
in employee attitudes toward benefits and acceptable
levels of risk among different workers. Conventional
approaches that segment employees by age or
generation might overlook salient differences in
workers’ preferences that directly affect attraction
and retention. This research shows strong evidence
that employers with a DB plan will have more stable
workforces than those with only DC plans.

In good economic times and bad, attracting,
developing and retaining a talented workforce
provides a competitive edge. Companies should
consider their rewards — specifically their benefit
programs — in the context of their business strategy
and objectives as well as these emerging trends in
worker preferences. For the time being at least, it
appears a significant segment of the workforce
under 40 highly values the security provided by a
DB plan. Employers with existing DB plans have a
significant competitive advantage in attracting and
retaining these employees. In this way, employers
can reduce human capital risks and increase the
returns they accrue from their reward and talent
management programs.
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About the survey

The Towers Watson Retirement Attitudes Survey

was conducted in June/July 2011 and includes
responses from 9,218 full-time U.S. employees at
nongovernmental organizations with 1,000+
employees. This is Towers Watson'’s fifth consecutive
year of surveying U.S. employees about their
attitudes toward their health care and retirement
benefits. The primary results reported in this article
reflect a subset of questions about retirement and
health care programs completed by 3,074
respondents. Comparable surveys fielded in
February 2009 and May/June 2010 asked similar
questions, and we use selective results from those
surveys to track trends in employee attitudes. All
results are weighted by age, gender and household
income to the national average of workers. Margins
of error for the total sample are +/— 1.2% and for
the benefits sample are +/—- 1.7%.

“This research shows
strong evidence that
employers with a DB

Respondents were asked to self-report whether plia il liawe aaeme sishilp

they participate in a DB pension plan and/or a
401(k)/403(b) retirement savings plan. Within the
sample of respondents to the retirement and health
care questions, 1,662 had only a DC plan and
1,232 had a DB plan. Nearly all respondents with a
DB plan also had a DC plan (92%). Roughly 80% of
respondents with a DB plan are currently accruing
benefits under their plan. Among those whose
benefits are frozen, 70% are age 50 or older, and
85% have 10 or more years of service with their
current employer. Younger employees with a DB plan
were oversampled in order to improve confidence in
comparisons of retirement attitudes by plan types
and age groups. Margins of error for the age and
plan type results are +/— 5% or less.

workforces than those

with only DC plans.”

Towers Watson is a leading global professional services company that helps organizations improve performance through effective
people, financial and risk management. With 14,000 associates around the world, we offer solutions in the areas of employee
benefit programs, talent and reward programs, and risk and capital management.

Copyright © 2012 Towers Watson. All rights reserved.
towerswatson.com

TOWERS WATSON (A_/
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Components of Net Periodic Pension Costs (“NPPC™)
and Net Periodic Benefit Costs (“NPBC™)

Accounting Standards Codification 715 (“ASC 7157) replaced Financial Accounting
Standards 87 and 106 (FAS87 and FAS106); concepts of recognition were not changed, but
references are different. FASB has a cross reference available to match prior FASB statements to
the Accounting Standards Codification. ASC 715 provides guidance on the disclosure and other
accounting and reporting requirements related to single employer defined benefit pension and
other postretirement benefit plans. This summary pertains to recognition of net periodic cost and
excludes any discussion of accounting for settlements, curtailments and certain termination
benefits.

ASC 715-30-35-4 and ASC 715-60-35 specify six basic components of NPPC and NPBC

respectively:

1) Service Cost;

2) Interest Cost;

3) Expected Return on Assets;

4) Amortization of Transition Obligation;
5) Amortization of Prior Service Cost; and
6) Amortization of (Gain)/Loss

These components are described below.

1) Service Cost

The service cost component of NPPC or NPBC is the “actuarial present value™ of the
benefits attributed by the benefit formula for the year and expected to be earned during the year
reflecting projected pay to expected retirement age. An attribution method is adopted to reflect a
reasonable pattern of benefit accrual for recognition purposes. For the test year, the actuary used
certain assumptions to estimate the Company-provided share of the benefits to be earned by an
employee during the year and determined the present value of these benefits (i.e., the service
cost) assuming a discount rate of 4.60% for pension plans and 4.57% for OPEB plans for the

2016 test year. The discount rate is a rate selected by the plan sponsor for purposes of valuing
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pension benefit obligations for financial reporting purposes. Selection of the discount rate is
further discussed in Factors Underlying Pension and Benefit Cost, HELCO-1307A.

2) Interest Cost

Interest cost is the increase in the present value of the projected benefit obligation (“PBO”)
for pension plans or the accumulated postretirement benefit obligation (“APBO”) for other
postretirement benefit plans due to the passage of one year’s time. The PBO is an estimate of
present value of pension benefits accrued through the valuation date using projected salary levels
and based on assumptions, including the discount rate, outlined in the actuarial valuation. The
APBO is the present value of other postretirement benefits (e.g., postretirement medical and life
benefits) based on the substantive plan and attribution method based on assumptions including a
discount rate, outlined in the actuarial valuation. The present values of the PBO and APBO are
discounted amounts based on an assumed discount rate.

3) Expected Return on Assets

The expected return on plan assets is also used in the computation of pension cost for the
year. The Company’s overall pension costs are reduced by earnings on assets that have been
accumulated with contributions to the pension fund. An expected return assumption is selected
by the Company based on the asset allocation of the trust and long-term return expectations of
the various asset classes held by the trust. The actual return on plan assets includes the plan’s
dividend and interest income for the year, plus realized and unrealized appreciation less any
depreciation in the market value of its investments and the expenses related to benefits paid,
administration and investing the fund. The difference between the expected return on assets and
the actual return on assets is recognized through gains and losses.

The test year expected return on assets was based on a 7.75% return assumption. This rate
is intended to reflect the average long term rate of earnings expected on investments in the

pension fund.
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4) Amortization of Transition Obligation

The amortization of transition obligation is the difference between the fair market value of
plan assets and the actuarial present value of pension benefits earned at the time of transition to
the provisions of SFAS 87 and SFAS 106. Hawai’i Electric Light’s transition obligation has
been fully amortized.

5) Amortization of Prior Service Cost

The amortization of prior service cost is the amortization of a change in the projected
benefit obligation due to a plan amendment. Under ASC 715 increases or decreases in the PBO
or APBO due to a plan change are amortized as a component of future costs over the average
remaining service lives of active employees expected to receive benefits at the time of the
amendment.

6) Amortization of Gains and Losses

The amortization of gains and losses are changes in the amount of either the obligation or
the plan assets different from expectations. These changes result from experience that is
different from what is expected (such as asset returns being more or less than the expected return
assumption, salary increases being more or less than anticipated, employees retiring at different
ages than expected, retirees living shorter or longer than expected, etc.) and from changes in
assumptions (different discount rates from year to year or changes in demographic assumptions
based on plan experience).

If accumulated gains and losses are greater than a “corridor” amount, a portion outside the
corridor is recognized in the current year (determined as the excess over the corridor amortized
over the average remaining service lives of active employees expected to receive benefits under
the plan). The corridor is 10% of the greater of the PBO (or APBO) and the market-related value

of assets.
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Factors Underlying Pension and Benefit Cost

The factors used to determine the Company’s pension and other postretirement benefit
cost are requirements of the Financial Accounting Standards Board Accounting Standards
Codification 715 (“ASC 715 formerly known as SFAS 87 and SFAS 106). The factors used

include the following;:

1) plan provisions,

2) employee demographics,

3) trust fund performance,

4) actuarial assumptions, and

5) methodology for determination of the value of plan assets.

These factors are described below.

1) Plan Provisions

The provisions of the pension plan determine the amounts that will be paid to employees
when they become eligible to retire. For members of the bargaining unit, the plan provisions are
negotiated between the Company and the IBEW, Local 1260. A different benefit formula
applies to merit employees, but other plan provisions are the same as those for bargaining unit
employees. Similarly, the provisions of the other postretirement benefits (retiree medical, drug
and life benefits) are negotiated between the Company and IBEW Local 1260; some benefits
differ for merit employees.

2) Emplovee Demographics

Benefits are determined by employees’ years of service, age at retirement, and wage levels
or average salary levels at time of retirement. The length of benefit payments depends on how
long the employee lives, whether or not the employee has a surviving spouse at the time of death
and how long the surviving spouse lives. Therefore, employee demographics such as hire dates,
birthdates, pay rates, sex and marital status are used to determine benefit levels. The Company

provides the actuary with information about employees (age, sex, status, years of service,
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pay/salary rates) as of January 1 of each year which is used to determine the pension cost for that
year.

3) Trust Fund Performance

The performance of the trust fund also affects pension and/or OPEB cost. The Company’s
contributions are accumulated in a trust from which retirement benefits are paid. Other
postretirement benefits are supported by a combination of bargained and non-bargained VEBA
trusts and a 401(h) sub-account to the pension trust. The expected return on plan assets in the
trust offsets cost components of the NPPC and/or NPBC. As assets increase due to Company
contributions and investment performance, the expected return will also increase and will reduce
pension and/or OPEB cost.

Assets of the trust are managed by professional investment managers. The trustee
provides investment information to the actuary. Assets of the HEI Retirement Plan are
commingled for all participating employers to maximize investment opportunities and minimize
plan expenses. Assets and liabilities of each participating employer are separated for purposes of
determining each participating employer’s pension cost.

4) Actuarial Assumptions

While the plans pay benefits to retired participants that are in payment status today, there
are also active employees that are earning additional benefits that will be paid in the future and
former employees with vested benefits that will be paid in the future. Determining the
Company’s liability for these obligations and assigning a cost to the current year requires the
projection of future benefit payments and the discounting of those future benefit payments back
to the current date.

Actuarial assumptions are derived to model predictions related to how long participants
are going to work, their future pay, the trajectory of their respective careers and how long they

will live. Assumptions are also used to model expectations of increases in medical cost that are
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the basis of benefits in the OPEB plan.

Company’s must select actuarial assumptions for the occurrence of future events that will
affect the determination of the amount of benefits for the participants and their beneficiaries,
when benefits will be paid in the future and the length of time benefits will be paid. Future
events include demographic changes such as mortality, disability, employment termination, and
anticipated retirement dates. Future events also include economic forecasts for a variety of
factors including inflation, salary increases, expected returns on plan investments, and increases
in the cost of medical benefits (medical trend). These assumptions are set by the Company in
consultation with their actuaries and other advisors.

Assumption selection is restricted by the accounting standards board, the actuarial
standards board and federal agencies that have detailed guidelines on the selection of actuarial
assumptions. For Company accounting, U.S. Generally Accepted Accounting Principles (“U.S.
GAAP”) requires specific methods and assumptions that must be followed for company financial
reporting of liabilities for the balance sheet and annual cost for the income statement under the
standards of ASC 715.

The assumptions used are included in pages 21 through 33 of HELCO-1308, Hawaiian
Electric Industries, Inc. Review of Retirement and Post Retirement Benefit Plan Valuations
published July 13, 2016. Generally, demographic assumptions are based on the plan’s historical
experience. Most of the assumptions used for funding are also used for determining the NPPC
with the following exceptions: 1) a discount rate based on the internal rate of return of a high
quality bond portfolio as of the measurement date is used for the NPPC instead of the funding
interest rate, and 2) the maximum benefit and pay limits are indexed for future inflation for the
NPPC. The discount rate assumption is determined as required under ASC 715 as a proxy for
investment grade corporate bonds yield rates and the rate selected is approved by the Company’s

independent auditor.
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5) Asset Value Methodology

The asset valuation methodology is selected by the Company in conjunction with the
actuary and approved by the Company’s independent auditor. Under the method used by
Hawai’i Electric Light, the difference between the actual market value of assets and the expected
market value of assets as of the valuation date is recognized over a five-year period — 0% in the
first year and 25% in each of the next four years. The market value of assets as of the valuation
date 1s adjusted for unrecognized gains and losses from the prior four years to determine the
market-related value of assets. The market-related value must be between 85% - 115% of the
market value. As these gains and losses are reflected in the accumulated gain/loss, they are

subject to recognition through the Amortization of Gain/(Loss) component of the NPPC.
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Overview of Negotiations

The Collective Bargaining Agreement (“CBA”) between Hawaiian Electric
Company, Inc. (“Hawaiian Electric” or “Company”) and the International Brotherhood of
Electrical Workers, Local Union 1260 (“Union”) expired on October 31, 2010.
Approximately 20 meetings supplemented by mailed proposals to negotiate the terms of
a new labor contract with the Union were held over a period of approximately 6-1/2
months, starting in September 2010 and ending in March 2011 to complete negotiations
on the new CBA.

After 11 face-to-face meetings between the Union and Company negotiating
committees, on October 31, 2010, the Federal Mediation and Conciliation Service
Mediator was asked to facilitate negotiations between Hawaiian Electric and the Union.
Unfortunately, even with the assistance of the Federal Mediator, the parties were unable
to reach a settlement and HECO provided the Union its initial Last, Best and Final Offer
on November 8, 2011.

To give the parties further time to review the issues, the parties agreed to an
extension until January 31, 2011, while continuing the Company’s payment of the
electric discount benefit to bargaining unit employees and retirees. Meanwhile, on
January 18, 2011, the Union filed charges with the National Labor Relations Board
against the Company, claiming Hawaiian Electric was “not bargaining in good faith.”

On January 31, 2011, a tentative Agreement was signed, subject to ratification.
On February 18, 2011, the Company was notified that the Union membership
overwhelmingly rejected the Agreement and both parties returned to negotiate on
February 22, 2011.

On the afternoon of Friday, March 4, 2011, at approximately 3:30 p.m., Union
workers walked off the job, after heavy rain and wind in the early morning hours left
thousands without power. The Governor requested that Hawaiian Electric and the
Union immediately settle their differences for the public good. The Company and the
Union resumed negotiations with the assistance of the Federal Mediator in a marathon
settlement session on Sunday, March 6, 2011, and on Monday, March 7, 2011, a

tentative Agreement was sighed, subject to ratification.
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Negotiations 2010

On Friday, March 11, 2011, Hawaiian Electric was notified that the Union
membership ratified the Agreement, and workers who were able to return to work for
evening shifts on March 11, 2011 would do so. The strike lasted one week. On
March 16, 2011, the Union withdrew its unfair labor practice charge against the

Company with the National Labor Relations Board.

Objectives and Key Issues

Hawaiian Electric’s objective was to negotiate a fair and equitable contract, which
would still allow it to attain the goals of:
¢ reducing cost and gaining operational efficiencies without compromising service
reliability; and
¢ remaining a competitive employer by retaining and attracting critical workforce
skills within the context of the current economic environment in Hawaii and the
nation, as well as considering the impact on ratepayers.
The key areas of focus for Hawaiian Electric were wages and contract duration, medical
benefits, and pension and post-retirement benefits.

The Union stated that its key objective was “no takeaways.” Throughout the
negotiations, the Union reiterated that it did not want any employee benefit to be
reduced. The Union was unhappy with the discontinuation of the electricity discount
benefit, following the removal of the Schedule E tariff that provided an electricity
discount for employees and retirees. The issue went to arbitration and the Arbitrator
granted the grievance, ordering bargaining unit members to continue to receive the
benefits of the electric rate discount provided in the CBA, and directing both parties to
negotiate the amount thereof. In the labor negotiations, the Union sought an unlimited
electric discount benefit (without the 825 kilowatt hour cap) for bargaining unit
employees and pensioners for their lifetimes. The Union also requested that no
changes be made to any employee benefit, including pension, post-retirement medical

benefits or increases to the employee medical contributions.
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Wages And Contract Duration

In the 2007 negotiations, the Union membership rejected a tentative settlement
agreement that provided for annual 3.5% increases from 2007-2010. The Union and
Hawaiian Electric eventually agreed to a 2007-2010 collective bargaining agreement
that provided for 3.5%, 4% and 4.5% annual increases, effective November 1, 2007,
January 1, 2009 and January 1, 2010, respectively.

Hawaiian Electric honored the terms of that CBA, while at the same time the
management employees at Hawaiian Electric experienced a 2009 salary freeze.

In 2009, AON Hewitt completed total compensation studies on the Company’s
behalf that showed that, in general, while Hawaiian Electric’'s employee total
compensation was at the median when compared to peers in other utilities and certain
local companies, Hawaiian Electric employee benefits were above median, while wages
and salaries were lower than median. The results also showed that Hawaiian Electric
management employees’ total compensation was lower than the median, while
bargaining unit office and clerical employees’ total compensation was higher than the
median and bargaining unit trades and craft employees’ total compensation was at
median.

The Union entered the contract negotiations with a lengthy proposal that included
seeking unspecified substantial wage increases and a term of contract of only one year.

The Company’s goal in negotiations was to begin alighing wages with local and
utility market rates, while remaining sensitive to the current economic environment and
impact to ratepayers. The timing of the Asia-Pacific Economic Cooperation (APEC)
conference to be hosted by Hawaii during the October — November 2011 timeframe was
also a key driver to the Company'’s contract duration proposal. For the safety and
security of the community during this sensitive event, Hawaiian Electric did not want to
be in a one-year contract (expiring on October 31, 2011) because it would mean that
the next negotiations would take place at the same time as APEC.

Hawaiian Electric considered various proposals, including:
¢ a two-tiered wage structure with separate wage increases for Office & Clerical

and Trades & Crafts positions, in light of the AON Hewitt total compensation
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studies. A two-tiered wage proposal was meant to begin aligning union wages
by broad job classes closer to average market wages.

¢ tying wage increases to achieving allowable Return on Equity.

The tentative agreement reached on January 31, 2011 that provided for more modest
wage increases (1.5%, 1.75% and 2% increases, effective February 1, 2011, January 1,
2012 and January 1, 2013, respectively) was rejected by the Union membership and
bargaining unit workers walked off the job on March 4, 2011. Another tentative
agreement was reached on March 7, 2011 with increases across-the-board of 1.75%,
2.5% and 3%, effective January 1, 2011, January 1, 2012 and January 1, 2013,
respectively. This agreement was ratified by the Union membership on March 11, 2011

and workers returned to the job.

Medical, Dental And Vision Benefits

Rising costs of medical premiums are absorbed by Hawaiian Electric until a new Benefit
Agreement is negotiated with the Union. Hawaiian Electric’s goal for this negotiation
was to start the process of making reasonable changes to employee contributions and
plan design in order to reduce cost to the Company while maintaining a competitive
benefit package to attract and retain critical workforce skills. The Union’s position was
that no changes should be made to the employee medical contributions that had
remained frozen from 2008-2011, per the 2007 contract negotiations.

After many discussions, some involving the Company’s and Union’s actuaries
and the Company’s benefits consultant, Hawaiian Electric and the Union negotiated an
agreement with the following changes:

¢ Moving from fixed employee contributions over the period of the Benefit

Agreement to a structure where contributions increase on January 1, 2012,

January 1, 2013, and January 1, 2014. For 2011, regardless of the plan selected,

employee contributions were fixed at a range of $7.50 per pay period (Single

coverage) to $30.00 per pay period (Family coverage).
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e Moving from a fixed employee contribution for all plans to a structure where
contributions are based on the plan selected. Employee contributions will be

lower for the lowest cost base plan and higher for higher costing plans.

Employes Single Employee
Contribution per Pay Single Byt e Family
Period
2011 $7.50 $15 $22.50 $30
2012 | CM/ Kaiser $8.50 $17 $25.50 $34
HPH $30 $55 $75 $100
2013 | CM/ Kaiser $9.50 $19 $28.50 $38
HPH $35 $65 $85 $105
2014 | CM/ Kaiser $10.50 $21 $31.50 $42
HPH $40 $70 $90 $110

CM = HMSA CompMed
HPH = HMSA Health Plan Hawaii

Employee +1 = Employee and dependent

e Making various changes to plan design, including replacement of the costlier plan
(HMSA Preferred Provider Plan) with a less costly plan (HMSA CompMed),
modifying an employee’s annual co-payment maximum and deductibles, and
making changes to comply with changes in law.

e Negotiating a provision that if Hawaiian Electric receives an experience refund or
surplus, such surplus will be credited to the plan’s premium rate for the

subsequent year.

Pension and Post-Retirement Benefits

The recent negotiations were heavily focused on exploring options to reduce pension
expense to the Company while retaining critical skills. Agreement was reached in the
following areas:
1. Pension
Hawaiian Electric’s initial proposal was to raise the pension plan’s early retirement
eligibility criteria to retain employees with critical skills longer. Other alternatives

were considered over the course of negotiations including: 1) grandfathering existing
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employees who had either a) attained a certain age and years of service or b) as of
a certain date; 2) eliminating the cost-of living adjustment from the benefit
calculation; 3) raising the early retirement age; 4) raising the full retirement age and
5) reducing the early retirement subsidy factor.

The initial tentative settlement agreement of January 31, 2011, between the
Union and Hawaiian Electric provided for a grandfathering of active employees age
45 or older with changes to the early retirement subsidization for employees younger
than age 45. It also provided for a higher eligibility age for post-retirement medical
benefits. This agreement was rejected by Union membership.

The pension terms of the final agreement do not affect existing employees.
However, effective May 1, 2011, new employees will receive a combination Defined
Benefit and Defined Contribution plan.

a. The Defined Benefit plan utilizes a lower factor for each service year and

eliminated the cost-of-living adjustment in calculating benefits. Eligibility for
early retirement was raised from age 50 with 15 years of service to age 55
with 20 years of service with lower subsidy factors; and full retirement
eligibility was raised from age 60 to age 62.

b. The Defined Contribution plan provides a 50% Company match of the

employee’s first 6% deferred compensation with partial vesting starting after

2 years of service, and full vesting at 6 years of service.

. Post-retirement health benefits

Hawaiian Electric’s objective was to raise the eligibility for post-retirement benefits in
order to control cost and retain critical skills. The terms of the final agreement
created a three-tiered structure, summarized as follows:
a. Employees hired prior to May 1, 2011 and who retire prior to December 31,
2011 will not be affected.
b. Employees hired prior to May 1, 2011 and who retire after December 31,

2011 must be age 50 and have attained 20 years of service.
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c. Employees hired after May 1, 2011 must be age 55 and have attained
20 years of service. Spouses and dependents of employees in this category
will not be covered by the Company.
The change to post-retirement benefits eligibility was an important step to
controlling cost for future years. Actual savings are dependent on employee benefit
elections, individual retirement decisions, changing demographics and economic

assumptions.

Electric Discount Benefit

Hawaiian Electric and the Union negotiated and reached resolution and settlement of
claims for the electricity discount provided to bargaining unit employees and pensioners
on April 12, 2011. Eligible bargaining unit employees and retirees received the value of

the electric discount benefit until January 31, 2011, which was the expiration of the CBA.

The new CBA, effective January 1, 2011 and terminating on October 31, 2013
was distributed to bargaining unit employees on June 15, 2011 and has also been
placed on the Company intranet.

The new Benefit Agreement, effective January 1, 2011 and terminating on October 31,
2014 will also be distributed to bargaining unit employees and made available on the

Company intranet as soon as it is finalized.
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SUMMARY

Group Medical, Prescription Drug, Dental.
Vision, Life and Long-Term Disability Insurance Emplovee Benefits

Hawai'i Electric Light Company, Inc.’s (“Hawai'1 Electric Light or “Company”) Health and
Welfare (“H& W) benefits is comprised of medical, drug, vision, dental, group life,
accidental death & dismemberment and long-term disability. Hawai'i Electric Light’s H&W
benefits are designed to attract and retain qualified utility skilled employees necessary to
provide safe and reliable electric power. To foster a culture of teamwork, engagement and
commitment, the Company endeavors to treat both union and management employees the
same when it comes to benefits.

The Company uses a “Total Compensation™ approach to compensation, which is made up of
two primary components: cash compensation and employee benefits. The Company’s
objective is to offer a selection of benefits for employees to choose from to address each
employee’s specific situation and needs. Hawai'i Electric Light, Maui Electric, and
Hawaiian Electric all offer the same benefits. By doing so, benefits are consistent between
the three utilities, and Hawai'1 Electric Light is able to leverage the most efficient pricing and
administration by being part of a large group.

The Collective Bargaining Agreement (“CBA”) between the Company and the International

Brotherhood of Electrical Workers (“IBEW” or “union”) Local 1260 became effective
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January 1, 2013'and expires on October 31, 2018. The provisions of the current CBA
regarding H& W benefits became effective January 1, 2014.

¢  While the Companies negotiate benefits with the IBEW for union employees, the Companies
must comply with the Hawai'1 Prepaid Health Care Act for management employees.

e The current CBA did not include any changes to benefits, but did include a material change
to employee cost sharing for medical, drug, vision and dental. Effective January 1, 2014,
employees pay a percentage (16%) of the premium rate for single, single parent, single with
spouse and family coverage. The percentage share increases for each of the five years (2014-
2018) of the CBA. This ensures employees will also share in any future premium cost
increases. The current CBA percentage share started at 16% for 2014 increasing by 1%
every year to 20% in 2018. Changing from a fixed employee contribution for 2014 under the
previous CBA-Benefits Agreement (“CBA-BA”) to the new employee percentage cost share
arrangement will ensure Hawai'1 Electric Light and employees share proportionately in any
future premium adjustments. This also aligns Hawai'i Electric Light’s desire for employees
to be more aware and become better health consumers.

e The employee cost share for 2015 increased to 17%, 2016 is 18%, 2017 will be 19% and in
2018, Hawai'i Electric Light employees will contribute 20% of the cost for medical, drug,
dental and vision premium costs.

e The Hawai'i Prepaid Health Care Act sets the minimum standards for medical benefits and

employee cost sharing. Status A plans provide a higher level of coverage with less out-of-

! Although the current CBA became effective July 1, 2013, the provisions in the current CBA affecting health &
welfare benefits were effective January 1, 2014, effectively terminating the then- separate Benefits Agreement on
December 31, 2013.
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pocket costs to employees at higher premium cost. Status B plans provide a lower level of
coverage with greater out-of-pocket costs to employees at lower premium cost.

o The Hawai'i Electric Light HMSA plans (CompMed and HPH ZN) are status B plans
covering approximately 252 or 89% of Hawai'1 Electric Light employees electing
medical benefits. The Kaiser plan is a Status A plan which covers about 30 or 10.6%
of Hawai'i Electric Light employees electing medical benefits.

e Two sources were used to benchmark Hawai'1 Electric Light’s H& W benefits: the 2015
Hawai'i Employers Council (“HEC”) triennial survey (of 151 total company respondents),
and the 2016-2017 Reference Guide for State of Hawai'i Employer Union Health Benefits
Trust Fund (“EUTF””). Both documents will be referenced as exhibits in my testimony.

o Comparative data from the EUTF shows Hawai'1 Electric Light benefit plans can
either be less favorable, comparable, or more favorable than the EUTF plans for
medical and prescription drug. The EUTF offers chiropractic coverage packaged
with medical and prescription drug coverage. The EUTF provides a supplemental
prescription drug only plan for employees who waive medical coverage if they have
medical coverage elsewhere. Overall, EUTF provides a broader, more robust
spectrum of health plans for employees to choose from compared to Hawai'1 Electric
Light. Hawai'1 Electric Light is comparable to EUTF for vision, and better for dental,
life insurance and long term disability benefits. EUTF employees contribute more for
medical, drug, vision, and dental.

o Comparative data from the HEC Survey shows Hawai'i Electric Light benefit plans

are comparable to other employers in Hawai' 1; one exception is dental where Hawai’1
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Electric Light offers higher benefits for prosthodontic services and no annual plan
maximum. The HEC Survey also shows that Hawai'1 Electric Light employees’

contribution for medical, drug, vision, and dental is comparable.
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INTRODUCTION

Please state your name and business address.

A. My name is Malcolm Tajiri and my business address 1s 700 Bishop Street, Suite 1400,
Honolulu, Hawai'1 96813.

Have you previously submitted testimony?

A.  Yes. Isubmitted supplemental testimony HELCO ST-11A in Hawai'i Electric Light
Company, Inc.’s (“Hawai'i Electric Light” or “Company”) 2010 test year rate case,
Docket No. 2009-0164, HECO ST-15C in Hawaiian Electric Company, Inc.’s
(“Hawaiian Electric™) 2011 test year rate case, Docket No. 2010-0080 and HECO T-19
in Attachment 4 of Hawaiian Electric’s 2014 test year rate case, Docket No. 2013-0373
(“June 27, 2014 Hawaiian Electric abbreviated rate case filing”).

By whom are you employed and in what capacity?

A. Tam employed by Servco Pacific Insurance (“SPI”") and work in the Employee Benefits
Consulting division of SPI as a Senior Vice President.

What is your background and professional qualification?

A. Thave worked exclusively in the area of employee benefits consulting since 1984. 1

worked in San Francisco, California, for the first six years, and returned to Hawai'1 in
1990. My work experience and qualifications are presented in HELCO-1400. HELCO-

1400 also includes a list of services SPI provides and a representative client list.”

% SPT’s representative client list included in Exhibit HELCO-1400 constitutes confidential proprietary trade
secret information, which if disclosed publicly may competitively disadvantage SPI with respect to industry
competitors. Accordingly, an unredacted version of the exhibit will be filed upon issuance of protective order
in this proceeding.
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Please describe your relationship with and scope of services for Hawai'i Electric Light.
A.  Since April 2010, Hawaiian Electric has engaged SPI as Hawaiian Electric’s Health and
Welfare employee benefits consultant. The scope of our services includes Hawaiian
Electric, Maui Electric Company, Limited (“Maui Electric”), Hawai'1 Electric Light
(collectively, the “Hawaiian Electric Companies™ or “Companies’) and Hawaiian
Electric Industries, Inc. (“HEI”). In this capacity, SPI negotiates contracts and rate
renewals for health and welfare benefits plans, which are comprised of medical,
prescription drug, vision, dental, group life, and long-term disability programs
(hereafter referred to as “health & welfare benefits™). Our scope of services also
includes managing the services of the insurance carriers for the health & welfare
benefits insurance programs. Both union and management employees are covered
under these programs. I am the lead consultant at SPI responsible for coordinating and
delivering consulting services to the Hawaiian Electric Companies and HEL Talso
worked with the Companies as their employee benefits consultant between 2003 and
2006 while employed by my previous employer.
What are your areas of responsibility for this rate case?
A.  Iwill briefly discuss the Collective Bargaining Agreement (“CBA™)’ and its impact on
Hawai’i Electric Light’s benefits, specifically the health & welfare benefits programs. 1
will discuss changes to the cost share arrangement between Hawai'1 Electric Light and

employees. I will also discuss the Prepaid Health Care Act (“PHCA”) and how it

3 Agreement between Hawaiian Electric, Maui Electric, Hawai ‘i Electric Light and International Brotherhood
of Electrical Workers Local 1260, AFL-CIO, effective July 1, 2013 to October 31, 2018 (“Collective Bargaining
Agreement” or “CBA”), Exhibit HELCO-1218. Changes affecting health and welfare benefits were effective
January 1, 2014.



10
11

12

13

14

15

16

17

18

HELCO T-14
DOCKET NO. 2015-0170
PAGE 3 OF 41
impacts the employee benefit plans offered by Hawai'1 Electric Light. In addition, I
will describe and compare Hawai'1 Electric Light’s medical, prescription drug, vision,
dental and group life and long-term disability benefits and cost sharing with the plans
offered by the State of Hawai'i Employer Union Trust Fund (“EUTF”). Iwill also
compare benefits and plans offered by other employers as included in the Hawai'1

Employers Council’s most recent triennial 2015 Employee Benefit Plans in Hawai i

survey (“HEC Survey” or “Survey”), HELCO-1401"

HEALTH & WELFARFE BENEFITS IN THE COLLECTIVE BARGAINING
AGREEMENT

Q. What are Hawai'i Electric Light’s current health & welfare benefits?

A.

Q.

Hawai'i Electric Light’s health & welfare benefits, namely the HMSA CompMed (an
80/20 Preferred Provider Organization, or “PPO” plan), HMSA HPH ZN (a Health
Maintenance Organization, or “HMO” plan) and Kaiser (HMO) medical, prescription
drug, vision, dental, group life and long-term disability benefits, are the same as
Hawaiian Electric’s (HELCO-1418). They continue unchanged since 2013.

What was the overall impact of the CBA on Hawai'i Electric Light’s health & welfare

benefits?

* The information contained in HELCO-1401- HEC Survey is confidential proprietary trade secret information,
which if disclosed publicly may competitively disadvantage SPI with respect to industry competitors. This
information was not provided or disclosed to the general public. The information was gathered as part of a
private survey, and the survey data and results are provided only to the participants. Accordingly, an
unredacted version of the exhibit will be filed upon issuance of protective order in this proceeding.
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A.  While there were significant health & welfare benefits changes to the previous CBA-
BA (2011 — 2014),” with the exception of a new cost share agreement, there were no
major benefit changes between that previous CBA-BA and the health & welfare
benefits section of the current CBA (2013 — 2018). The employee cost sharing
arrangement, which initially resulted in greater employee contributions in 2014 (2014
was the transition year between the previous and the current CBA), will continue to
increase annually as the employee cost sharing percentage increases, as provided in the
current CBA.

Q. Interms of the health & welfare benefits, are management employees affected by the
current CBA?

A. Asdiscussed by Mr. Livone Faagai in HELCO T-12, while the union employees’
benefits are the result of collective bargaining, Hawai'1 Electric Light considers its
entire union and non-union workforce as one unified group of employees. This
determines what necessary adjustments are needed to foster an engaged and committed
workforce that works efficiently and effectively as a team to provide safe and reliable
electric power. Comparable pay and benefits between union and management
employees are key factors to achieving this goal. As such, benefits negotiated for union

employees influence the benefits received by management employees.

3 For a discussion of the changes from the previous Benefit Agreement by and between Hawaiian Electric
Company, Inc., Hawai'i Electric Light Company, Inc., Maui Electric Company, Ltd. and Local 1260 of the
International Brotherhood of Electrical Brotherhood of Electrical Workers, AFL-CIO, 2011 — 2014 (“Benefits
Agreement”) and the health & welfare benefits in the current 2013-2018 CBA, refer to HELCO T-12, Mr.
Faagai’s testimony in this filing.
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Health & Welfare Benefit Changes in the 2011-2014 Benefits Agreement

Q. What health & welfare benefit changes were made in the previous CBA-BA (2011-

2014)?

Significant changes were made relative to the previous CBA-BA (2011-2014) Benefits
Agreement, which demonstrated the Hawaiian Electric Companies’ commitment to
managing health & welfare benefit costs. The current CBA encourages employees who
want the richer medical plans to shoulder more of the cost, and in theory, limit use of
the richer plans to those with higher utilization and are willing to pay more.

What changes were made to the higher premium priced Hawaii Medical Service
Association (“HMSA™) Preferred Provider Plan?

Under the previous CBA-BA (2011-2014), the HMSA Preferred Provider Plan was no
longer offered. The HMSA Preferred Provider Plan was replaced with the lower cost
HMSA CompMed plan. Under the CompMed plan, annual deductibles must be met
before benefits are applied for services such ambulance, medical equipment, inpatient
mental health services, skilled nursing facilities, and home health care services received
from participating providers. Previously, annual deductibles were applied only when
these services were received through non-participating providers.

What were the changes to the HMS A HPH ZN Plan offered under the previous CBA-
BA (2011-2014)?

The changes to this plan in previous CBA-BA (2011-2014) are as follows:

¢ The copayment for laboratory and x-ray service increased to $20. Previously,

there was no charge.
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Prior to the previous CBA-BA (2011-2014), hospital admission cost $100 per
admission, with no charge thereafter. Under the previous CBA-BA (2011-2014),
the hospital stay copayment was $75 per day.
The maximum out-of-pocket limits increased under this plan from $1,750 per

person / $5,250 per family to $2,500 per person / $7,500 per family per calendar

year.

What were the changes to the Kaiser Plan offered under the previous CBA-BA (2011-

2014)?

The changes to the Kaiser Plan were as follows:

Similar to the HMSA HPH ZN Plan, hospital admission cost changed from $100
per admission, with no charge thereafter to a co-payment of $75 per hospital day.
Also similar to the HMSA HPH ZN Plan, the maximum out-of-pocket limits
increased under from $1,750 per person / $5,250 per family to $2,500 per person /

$7,500 per family per year.

Were there changes to the drug, vision or dental plans?

There were no changes and these plans were essentially the same as before.

The HMSA Point of Service drug rider (171) was modified to provide pre-paid
copayments of $12 for generic drugs, $24 for preferred brand drugs and 30% of
eligible charge for non-preferred brand drugs. For drugs through mail order, the
copayment is $24 for generic drugs and $48 for brand drugs. The Kaiser drug rider
provides pre-paid co-payments of $14 for generic drugs and $28 for brand drugs

through mail order.
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e Under the 2011-2014 Benefits Agreement, vision benefits are under the VSP
Enhanced Plan B with one frame allowance every 24 months and a frame allowance
upgrade to $95 retail.
e The dental plan is provided by HDS (Hawaii Dental Service).
What were the employee cost contributions for health & welfare benefits?
Under the previous CBA-BA (2011-2014), Hawai'i Electric Light (and Hawaiian
Electric, Maui Electric and HEI) employees paid a flat dollar amount for medical,
prescription drug, vision and dental benefits depending on the medical plan and
coverage tier elected. The employee contribution was a fixed dollar amount for each
plan, which increased on January 1, 2012, January 1, 2013 and January 1, 2014. The
CBA was set to expire on October 31, 2013, but the separate CBA-BA would have
expired a year later on October 31, 2014.
When did the new cost share arrangement go into effect?
As described by Mr. Faagai in HELCO T-12, with the successful completion of union
negotiations and member ratification, the current CBA was effective July 1, 2013.
However, the provisions in the current CBA affecting health & welfare benefits became
effective January 1, 2014, effectively terminating the previous CBA-BA Agreement on
December 31, 2013.
What is the employee cost share agreement in the current CBA?
Under the current CBA, employees pay a percentage of the health plan’s premium rates,
which started at 16% in 2014. This percentage increases 1% every year for the duration

of the CBA with employees paying 20% in 2018, the fifth and last year of the five-year
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agreement. Therefore, for the 2016 test year, Hawai'i Electric Light employees will pay
18% of the cost (HELCO-1218).
In the 2014 transition year from the previous CBA-BA (2011-2014) to the current CBA,
what was the impact of the new employee contribution agreement?
The previous CBA-BA (2011-2014) required employees to pay a flat dollar amount for
their health & welfare benefits. The flat dollar amount was higher for the most
expensive medical plan, which was the HMSA HPH ZN Plan. The current CBA
requires a percentage cost share beginning at 16% for 2014, increasing 1% a year,
ending at 20% for 2018. In 2014, about 53% of Hawai'i Electric Light employees paid
more for medical, prescription drug, vision and dental benefits under the current CBA
(see HELCO-1402). For 2014, compared to the previous CBA-BA (2011-2014),
employees paid $14.70 to $70.60 more per month depending on the plan and coverage
tier elected. That represents an increase ranging from 66% to 158% depending on the
plan and coverage tier elected.

The rest of the Company’s employees paid between $25.49 to $56.89 less per
month or an 18% to 45% reduction in their portion of premiums, depending on the
coverage tier elected.

What was the projected savings associated with the employee cost share for 2014 under
the current CBA?

When comparing the fixed employee contribution amounts for 2014 from the previous
CBA-BA (2011-2014) to the percentage employee cost sharing of the current CBA, the

estimated savings were nominal at $8,653 (see HELCO-1402).
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While the savings were not significant, the percentage of premium rate approach
ensures employees and Hawai'1 Electric Light share proportionately in any cost
increases in future years.

This approach also aligns with Hawai'i Electric Light’s emphasis to encourage
employees to be more aware and better consumers of health care services. This is a
trend that is occurring across the country, referred to as “health care consumerism.”
Because utilization drives premium costs, employees need to understand and be
responsible for sharing in the cost of utilizing healthcare services. Having employees
pay a percentage of premium costs makes a direct connection between utilization and

cost of premiums.

OVERVIEW OF HAWAI'I STATE PREPAID HEALTH CARE ACT (“PHCA™)

What is the PHCA?

The Hawai'i PHCA is a state law which requires Hawai'i employers to provide health
care coverage for employees working 20 or more hours a week for four consecutive
weeks. The PHCA also sets the minimum standards for health care coverage and limits
the amount employees can be charged by their employer for health coverage. All
private employers in the State of Hawai‘1 are required to comply with the PHCA; the
Federal, State and County governments are exempt from the PHCA. Refer to HELCO-
1403, which is the State of Hawai'1, Department of Labor and Industrial Relations,
Disability Compensation Division’s explanation of the PHCA.

Does the PHCA regulate or dictate the level of medical benefits that employers must

offer?



10

11

12

13

14

15

16

17

18

19

20

21

22

HELCO T-14
DOCKET NO. 2015-0170
PAGE 10 OF 41
Yes, there are two types of state-approved PHCA medical plans, Status A or Status B
plans.
Is there a difference in the level of benefits between Status A and Status B medical
plans?
Yes, Status A plans provide a higher level of coverage with less out-of-pocket costs
than Status B plans.
Is there a premium cost difference between Status A and Status B medical plans?
Yes. Because Status A plans provide an overall higher level of coverage with less out-
of-pocket costs compared to Status B plans, premium costs for Status A plans are
higher compared to Status B plans.
HELCO-1404 describes the benefits for PPO and HMO Status A plans. For
Status B plans, the PHCA does not provide a detailed benefits description, but instead,
the Hawai'i Administrative Rules, Section 12-12-6 states, in part, “any plan submitted
under section 393-7(b), HRS, which provides aggregate benefits that are more limited,
than those provided by plans qualifying under section 393-7(a), HRS, shall include
certification that the employer has agreed to contribute at least one-half of the cost of
the coverage of dependents of such plan.” In my practice, employers by far offer Status
A plans over Status B plans. Status A plans are also the prevalent plans in the State in
terms of number of covered members.
Are Hawai'1 Electric Light’s medical plans Status A or Status B plans?
Similar to Hawaiian Electric, the Hawai'i Electric Light HMSA medical plans (HMSA

CompMed, HMSA HPH ZN (HMO)) are status B plans as qualified by the PHCA (see
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HELCO-1405). The Hawai'i Electric Light Kaiser plan is a Status A plan.® Because
Hawai'1 Electric Light offers HMSA Status B plans, its premium rates are lower than if
the Company offered Status A plans. While the State and County governments are not
required to comply with the PHCA, they offer a range of medical plan choices with
benefits that are similar to both Status A and Status B plans.
How many Hawai'i Electric Light employees are covered by HMSA Status B plans
(CompMed and HPH ZN) and how many are covered by the Kaiser Status A plan?

As of May 2016, Hawai'1 Electric Light employees were covered under the following

medical plans (HELCO-1406)

Plan Type # Employees % Employees
Enrolled Enrolled
HMSA CompMed Status B 120 42%
HMSA HPH ZN Status B 132 47%
Kaiser HMO Status A 30 11%
Total 282 100%

A large majority (252 employees of 282 employees, or 89% of Hawai'1 Electric Light’s
employees) are covered by the HMSA CompMed and HPH ZN Status B plans.

Does the PHCA mandate benefits for prescription drugs, vision, dental, life and
disability insurance?

No, the PHCA does not mandate benefits for prescription drugs, vision, dental, life and

disability insurance. However, as further explained below, in order to be competitive in

® Status A plans do not require special qualifying filings with the State.
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the labor market to attract and retain qualified and skilled employees, it is a prevalent
and widely accepted practice for employers to offer these additional benefits. For
example, it would be very unusual and short-sighted to have a medical plan without
prescription drug coverage. Medication therapy is an integral part of comprehensive
medical care. According to the HEC Survey, of 151 companies that participated in the
2015 survey, - offer prescription drug coverage as part of their medical plans
(HELCO-1401, page 6).

While the PHCA also does not mandate an employer to offer vision, dental, life
or long-term disability insurance benefits, according to the HEC Survey, - of
employers offer a vision plan (HELCO-1401, page 7), - of employers offer a dental
plan (HELCO-1401, page 15), - offer life insurance coverage (HELCO-1401, page
22) anc- offer long-term disability coverage (HELCO-1401, page 28). The State
and County governments also offer prescription drug, vision, dental, life, but no long-
term disability insurance benefits.

Does the PHCA limit the amount the Company can charge employees for medical
coverage?

Yes. The PHCA limits the amount Hawai'1 Electric Light can charge employees for
single and family coverage. Employees cannot be charged more than 1.5% of gross
monthly wage not to exceed 50% of the premium for single coverage. As previously
stated, for Status B plans, the PHCA also limits the amount Hawai'1 Electric Light can
charge for dependent coverage to no more than 50% of the dependent premium costs.

Are Hawai'i Electric Light’s current employee contributions compliant with PHCA?
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Yes, Hawai'i Electric Light’s employee contributions are compliant with the PHCA and
Status A and B contribution requirements. The employee contributions for the
Company’s union employees are negotiated with the union.
Does the PHCA apply to union employees?
No, the PHCA does not apply to union employees. However, it is important to note
that the PHCA also does not interfere or in any way infringe on the rights of employees
to organize and collectively negotiate and bargain for pay and benefits. The PHCA
does apply to Hawai'i Electric Light’s management employees. As previously stated,
Hawai'i Electric Light considers its entire workforce and seeks to treat all employees
similarly to foster an engaged and committed workforce that works efficiently and
effectively as a team to provide safe and reliable electricity. As discussed by Mr.
Liuone Faagai in HELCO T-12, comparable pay and benefits between union and

management employees are critical to achieving this goal.

OVERVIEW OF EMPLOYEE BENEFIT PLANS. PREMIUMS COSTS AND
BENCHMARKING

How does Hawai'i Electric Light health & welfare benefits and costs compare to

other employers?

A. Comparisons from the latest HEC Survey and the State of Hawai'i EUTF were done in

the Hawaiian Electric 2014 test year abbreviated rate case filing and are also provided

below.
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HEC Survey

Hawai'i Electric Light health and welfare benefit plans are comparable to other
employers in the HEC Survey (HELCO-1401). It would be very difficult to make a
benefits comparison line by line, but overall in aggregate, Hawai'i Electric Light plans
are comparable and not out of line with those surveyed.
Hawai'1i Electric Light offers the following benefits to employees in 2016:

e Medical: Status B HMSA PPO 80/20 (CompMed) HMSA HMO (HPH ZN)

and Status A Kaiser HMO plans

e Prescription drug: HMSA and Kaiser prescription drug riders

e Vision: Vision Service Plan (“VSP”)

e Dental: Hawai'i Dental Service (“HDS")

e Life Insurance: MetLife

e Long Term Disability: MetLife
Compared to responses compiled by the 2015 HEC survey (151 total company
respondents, of which 14 company respondents have over 1,000 benefits-eligible
employees), overall, Hawai'i Electric Light provides comparable benefits to other
employers in Hawaii.”
Comparable: Hawai'1 Electric Light is comparable in its offerings of medical,

prescription drug, life insurance and long term disability benefits. For vision, although

7 Hawai'i Electric Light’s health & welfare benefits are the same as Hawaiian Electric’s, Maui
Electric’s and HEI’s. In the HEC Survey, all four companies are considered as one company in the
over 1,000 benefits-eligible employees category.
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the survey does not cite specific vision benefits, VSP’s benefits are comparable to
HMSA and Kaiser vision riders packaged with medical.
Better: For dental, Hawai'i Electric Light’s benefits are comparable for basic and
orthodontic services, but better with a higher level of coverage for prosthodontic
services and an unlimited annual plan maximum.
EUTF
All references to EUTF are supported by HELCO-1407 for Active Employee Benefit
Plans Effective July 1, 2016 through June 30, 2017.
Effective with the EUTF’s plan year beginning July 1, 2016, the EUTF offers a total of
six medical plans with prescription drug riders, and stand-alone vision and dental plans,
and life insurance benefits. Benefits benchmarking varies, depending on the line of
coverage.
Less favorable: EUTF offers four HMS A medical plans and two Kaiser HMO Plans.
Of the four plans HMSA plans, Hawai'1 Electric Light’s HMSA CompMed plan is less
favorable compared to the EUTF HMSA PPO 90/10 plan. Hawai'i Electric Light’s
HMSA HPH ZN plan is also less favorable compared to the EUTF HMSA HMO plan
and the Kaiser Comprehensive HMO plan. The EUTF also provides additional
benefits: chiropractic coverage packaged with all medical and prescription drug plans,
and a supplemental plan for employees who waive medical coverage and have medical
coverage elsewhere. The supplemental plan covers copayments and/or coinsurance

amounts that are not covered by the employee’s primary medical plan. Covered
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expenses include copays for prescription drugs so a separate drug plan is not offered
with the supplemental plan.
Comparable: Hawai'i Electric Light’s CompMed plan is comparable to the EUTF
HMSA PPO 80/20 plan. HMSA’s prescription drug plan with flat copayments is
comparable to the EUTF CVS/Caremark prescription drug plan with tiered copayments,
but copayments vary depending on the type of prescription drug dispensed (generic,
preferred, other brand). Hawai’i Electric Light’s VSP vision plan is comparable to the
EUTF VSP vision plan.
Better: Hawai'i Electric Light’s HMSA CompMed plan is better than the EUTF
HMSA PPO 75/25 plan. Hawai'i Electric Light’s Kaiser HMO plan is better than the
Kaiser Standard HMO plan. Hawai'1 Electric Light’s Kaiser HMO prescription drug
plan is better than the EUTF’s Kaiser HMO prescription drug plan. Also, Hawai'i
Electric Light’s benefits for dental, life insurance and long term disability plans are
better than EUTF. Hawai'i Electric Light’s HDS plan is better than the EUTF plan
because there is no annual plan maximum, no annual deductible and no waiting period
for major services. Hawai'i Electric Light’s life insurance plan is better, based on
multiples of salary and supplemental employee-paid benefit options, while EUTF
provides a flat life insurance benefit amount of $41,116 with no supplemental
employee-paid benefit options. Hawai'i Electric Light provides long term disability

insurance, while EUTF does not provide this benefit.
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Overall, for medical and prescription drug benefits, we conclude EUTF provides a
broader, more robust spectrum of plans for the employees to choose compared to

Hawai'1 Electric Light (see HELCO-1408).

Benefits - HEC Survey

Q.

How does Hawai'1 Electric Light’s s medical and prescription drug benefits compare to
other employers in Hawai'1?
According to the HEC Survey, of 151 companies surveyed, HMO plans - and
PPO/Fee for Service plans - are the prevalent medical plans offered by
employers in the State of Hawai‘i (HELCO-1401, page 1). As previously stated,
Hawai'i Electric Light offers two Status B medical plans: HMSA CompMed (PPO),
and HMSA HPH ZN (HMO) and one Status A plan: Kaiser (HMO). All three medical
plans offer comparable prescription drug riders. Hawai'1 Electric Light’s plan offerings
are comparable to what other employers in Hawai'1 offer.
How does Hawai'1 Electric Light’s vision and dental benefits compare to other
employers in Hawai'1?
The HEC Survey confirms - of all employers surveyed and- of large
employers surveyed with over 1,000 benefits-eligible employees (“large employer
respondents”) offer a vision plan; however, the Survey does not cite specific vision
benefits with which to benchmark (HELCO-1401, page 7). HMSA and Kaiser
generally package their vision riders with their medical plans.

Hawai'1 Electric Light offers a VSP (Vision Service Plan) vision plan. The

Hawai'i Electric Light VSP vision plan provides comprehensive benefits for eye
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exams, lenses and frames, contact lenses and discounts for higher-cost, elective
materials. VSP also provides reimbursements for services and materials from out-of-
network providers (HELCO-1418). By offering benefits for exams and materials,
Hawai'i Electric Light’s VSP vision plan is comparable to HMSA and Kaiser vision
riders that are packaged with medical coverage.
The HEC Survey confirms - of all employers surveyed and- of large
employers surveyed with over 1,000 benefits-eligible employees (“large employer
respondents”) offer a dental plan. Of 151 companies surveyed:

e - offer coverage between 71%-100% for basic benefits;

° - offer coverage of 50% for prosthodontics;

® - offer an annual plan maximum of less than $2,000; and

° - offer orthodontic coverage with varied maximumes.

The Survey also shows that, of 11 large employer respondents surveyed:

° - offer coverage between 71%-100% for basic benefits;

e - offer coverage of 50% for prosthodontics;

° - offer an annual plan maximum of less than $2,000; and

® - offer orthodontic coverage. (HELCO-1401, pages 15-20).
Hawai'1 Electric Light’s HDS (Hawai'1 Dental Service) dental plan provides 71%-
100% coverage for basic benefits, 70% coverage for prosthodontics, an unlimited
annual plan maximum and orthodontic coverage. Although comparable for basic and

orthodontic services, Hawai'i Electric Light provides better benefits in terms of an
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unlimited annual plan maximum and higher level of coverage for prosthodontics than
those in the survey (HELCO-1401,pages 15-20).
How does Hawai'i Electric Light’s life and disability insurance benefits compare to
other employers in Hawai'1?
The level of life insurance benefits vary widely, depending upon the needs and
objectives of each employer. According to the HEC Survey, of the 151 companies
surveyed, - offer group life insurance; of the 14 large employer respondents
surveyed, - provide life insurance (HELCO-1401); - large employer
respondents reported a benefit of between one to two times the annual salary, with the
majority offering two times the annual salary with a maximum of $500,000 or more
(HELCO-1401, page 24). Hawai'i Electric Light’s life insurance plan provides benefits
based on multiples of salary (half, one and one-half or two times for management
employees, half or one and one-half times for union employees), with voluntary
supplemental employee-paid benefit options, for a combined maximum of $750,000.
Hawai'1 Electric Light’s life insurance benefit is slightly better to what other large
employers in Hawai'i offer (HELCO-1401, page 24).
In terms of long-term disability (“LTD”), according to the HEC Survey (HELCO-1401,
page 28) of 151 companies surveyed, - provide LTD benefits. Of 14 large
employer respondents surveyed, - provide LTD benefits.

e Percent of employers surveyed who provide LTD benefits after six months of

disability:

o - of 90 companies surveyed and responded
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o - of 11 large employers surveyed and responded
e Percent of employers surveyed whose plan pays a benefit percentage of 60% or
more of salary:
o - of 82 companies surveyed and responded
o - of 11 large employers surveyed and responded
e Percent of employers surveyed with a disability maximum benefit amount of
$10,000 or more:
o - of 50 companies surveyed and responded
o - of 7 large employers surveyed and responded
(HELCO-1401, page 29).

Hawai'1 Electric Light’s LTD plan for management employees pays benefits
after six months of disability at 65% of an employee’s regular wages, up to $15,000
maximum monthly benefit to age 65. LTD benefits for the union employees are the
lesser of 60% of an employee’s regular wages (straight time) or the wage rate for
journeyman lineman. Hawai'i Electric Light’s LTD plan is comparable to what other

employers in Hawai'1 offer

Benefits Comparison — EUTF

Q. How does Hawai'i Electric Light’s medical and prescription drug benefits compare to

the State and County EUTF?
Both employers offer HMSA PPO 80/20 plans, HMSA HMO plans, HMSA or
CVS/Caremark prescription drug riders, and Kaiser HMO plans with Kaiser

prescription drug riders. In addition, the EUTF offers an HMSA PPO 90/10 plan, an
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HMSA PPO 75/25 plan, and a Kaiser Comprehensive HMO plan. The EUTF also
offers chiropractic coverage, plus a supplemental plan via Royal State for employees
who waive medical coverage if they have medical coverage elsewhere. The
supplemental plan covers copayments/co-insurance amounts that are not covered by the
primary medical plan. Covered expenses include copayments/co-insurance for
prescription drugs, so no separate drug plan is offered with the supplemental plan. The
EUTF offers a broader spectrum of options more responsive to each individual
employee’s specific needs (HELCO-1408). Some EUTF plans are comparable or
slightly better than Status A type plans, while others are comparable to Status B type
plans. From this perspective, EUTF offers a more robust spectrum of six different
medical plans for employees to choose. Hawai'1 Electric Light only offers three
medical with prescription drug plan choices (HELCO-1409).
A brief comparison of the Hawai'i Electric Light HMSA CompMed plan and
the EUTF HMSA PPO 90/10 plans below shows that the EUTF plan has better benefits

in the following areas (HELCO-1409):
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Hawai'i Electric Light EUTF HMSA PPO 90/10
HMSA CompMed Plan Plan
Annual Copayment $3.,000 per person/maximum | $2,000 per person/maximum
Maximum $9,000 per family $4,000 per family
Hospital Inpatient, 20% co-insurance 10% co-insurance
Surgical,
Lab/Radiology,
Mental Health,
Ambulance,
Medical
Equipment,
Skilled Nursing
Facility
Skilled Nursing Facility [ 20% co-insurance 10% co-insurance
Physical Exams Not covered No copayment

A brief comparison of Hawai'i Electric Light’s CompMed plan and the EUTF
HMSA PPO 75/25 plan shows that the Hawai'i Electric Light plan has better benefits in

the following areas:

Hawai'1 Electric Light EUTF HMSA PPO 90/10
HMSA CompMed Plan Plan
Annual Deductible $100 per person/maximum | $300 per person/maximum
$300 per family $900 per family
Annual Copayment $3,000 per $5,000 per
Maximum person/maximum $9,000 person/maximum $10,000
per family per family
Office Visits $14 plus tax 25% co-insurance
Hospital, Lab, Mental 20% co-insurance 25% co-insurance
Health, Home
Health

A brief comparison of the Hawai'i Electric Light HMSA CompMed plan and
the EUTF HMSA PPO 80/20 plan show benefit variances between both plans, where
Hawai'i Electric Light can be favorable in some areas and less favorable in others. We

conclude both plans, therefore, are comparable, as follows:
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Hawai'i Electric Light EUTF HMSA PPO 80/20
HMSA CompMed Plan Plan
Annual Deductible $100 per person/maximum | $250 per person/maximum
$300 per family $750 per family (non-
(participating and non- participating providers
participating providers) only)
Physical Exams Not covered $0 co-insurance
Annual Copayment $3,000 per person/$9,000 $2,500 per person/$5,000
Maximum maximum per family maximum per family

Physician Hospital Visits

$20 copayment plus tax

20% co-insurance

Emergency Room

$100 copayment plus tax

20% co-insurance

Lab and Pathology

20% co-insurance
inpatient/no copayment
outpatient

20% co-insurance

A brief comparison of the Hawai'i Electric Light HMSA HPH ZN plan and the

EUTF HMSA HMO plans below shows that the EUTF plan has better benefits in the

following areas (HELCO-1409):

Hawai'1 Electric Light

HMSA HPH ZN Plan EUTF HMSA HMO Plan
Annual copayment max $2,500 per person/ $1,500 per person/
$7,500 per family $4.,500 per family
Office visit $20 copayment $15 copayment
Hospital services $75 copayment per day No copayment
Diagnostic testing and $20 copayment No copayment

Outpatient Lab
services

A comparison of Hawai'i Electric Light’s Kaiser plan and EUTF’s Kaiser

Standard HMO plan below shows that Hawai'1 Electric Light’s plan has better benefits

in the following areas (HELCO-1409):
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Hawai'i Electric Light EUTF Kaiser Standard
Kaiser HMO Plan
HMO Plan

Physician Hospital visits

No copayment

15% co-insurance

Hospital Services

$75 per admission

15% co-insurance

Outpatient Surgery

$20 copayment

15% co-insurance

Laboratory/Radiology

$20 copayment per
dept.per day (outpatient),
no copayment (inpatient

$10 copayment per dept.
per day, 20% co-insurance
for specialty procedures

However, EUTF offers a more robust second Kaiser HMO option via its

Comprehensive Kaiser HMO Plan.

Hawai'i Electric Light does not provide chiropractic coverage, while the EUTF

provides such coverage.

Hawai'i Electric Light’s HMS A prescription drug plan generally has higher

member copayments overall compared to EUTF’s CVS/Caremark prescription drug

plan for generic drugs, and when members purchase multiples of 30-day supplies at the

retail level, but comparable for preferred brand name drugs. The calendar year out of

pocket limit, however, is lower for Hawai'i Electric Light compared to the EUTF.

Hawai'i Electric Light’s Kaiser prescription drug plan has lower member copayments

for generic-other (non-maintenance) drugs and preferred and other brand name drugs,

compared to the EUTF’s Kaiser prescription drug plan. A comparison is presented

below (HELCO-1409).

The EUTF prescription drug plan copayments vary depending on a 30-, 60-, or

90-day supply purchased at the retail level.
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Hawai'i Electric EUTF Hawai'i Electric EUTF (Kaiser)
Light (HMSA) | (CVS/Caremark) Light (Kaiser)
Calendar $3,600 per $4,350 per Included with the | Included with the
Year Out of | person/maximum | person/maximum | medical out of medical out of
Pocket Limit | $4,200 per $8,700 per pocket limit pocket limit
family family
30-day supply 30/60/90 day 30-day supply 30/60/90 day
supply supply
Generic $12 copayment | $5/$10/$15 $14 copayment $15/$30/$45 copay
copayment maintenance.
$5/$10/815
maintenance
$15/830/$45
copayment other”
Preferred $24 copayment | $25/$50/$75 $14 copayment $50/$100/$150
Brand Name copayment copayment
Other Brand | $24 copayment | $50/$100/$150 | $14 $50/$100/$150
Name (cost <$80); 30% [ copay copay
co-insurance
(cost > $80)
* 2 levels of generic: (1) maintenance for chronic conditions; (2) non-maintenance for all other generics

Q. How does Hawai'i Electric Light’s vision and dental benefits compare to the State and

County EUTF’s?

A. The Hawai'i Electric Light and EUTF vision plans are both underwritten by VSP.

While there are some variations depending on the specific benefit, overall, the benefits

are comparable. For example, Hawai'1 Electric Light’s VSP plan has a lower

copayment for lenses and frames, while the EUTF’s VSP plan has a higher

reimbursement allowance for frames (HELCO-1409).

The Hawai'1 Electric Light and EUTF dental plans are both underwritten by

HDS. Hawai'i Electric Light offers only one dental plan compared to EUTF’s two

(Basic and Supplemental) dental plans. Overall, Hawai i Electric Light’s dental plan is
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better in terms of benefits with no annual plan maximum, no annual deductible, and no
waiting period (HELCO-1409).
How does Hawai'i Electric Light’s life and disability insurance benefits compare to the
State and County EUTF’s?
Overall, Hawai'1 Electric Light’s life insurance plan is better than the EUTF’s plan
since Hawai'i Electric Light offers benefits based on multiples of salary (generally one-
half or one and one-half times) with supplemental, voluntary employee-paid benefit
options, for a combined maximum of $750,000. The EUTF plan, on the other hand,
provides a flat benefit amount of $41,116, with no supplemental employee-paid benefit
options specified (HELCO-1409). The EUTF does not provide LTD benefits. As a
prevalent plan offering in the Hawai‘i private employer market, Hawai'1 Electric Light
provides LTD benefits.
Can you explain what steps the Hawaiian Electric Companies have taken in recent
years to manage/reduce overall costs in employee benefits?
Yes, as part of the Companies’ due diligence, SPI was asked to perform a market study
to evaluate the competitiveness of the existing Group Life, AD&D, Retiree Life and
Supplemental Life policies with Cigna and Long Term Disability policy with MetLife.
The study was performed mid 2014 for an effective date of January 1, 2015. This is a
combined policy for Hawai'i Electric Light, Hawaiian Electric, Maui Electric and HEL
The study produced an estimated annualized savings of $282,000, in
aggregate, for the combined policy, due to efficiencies by consolidating all lines of

coverage with MetLife. MetLife also matched the existing plan designs that were
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offered by Cigna, plus a few benefit enhancements. Rates were negotiated and
guaranteed for four years. (HELCO-1410).
What was the impact of cancelling HMSA’s two-year agreement for the 2015/2016
Plan Years?
Initially, the Hawaiian Electric Companies negotiated with HMSA an original two-year
agreement with specific fixed renewal percent increases for the 2015 and 2016 Plan
Years. For 2015, HMSA proposed a 14.8% increase and for 2015, HMSA proposed a
13.2% increase for the active employees only. In late 2015, SPI performed a utilization
analysis, which showed a significant improvement in incurred claims cost for the active
population. Re-negotiations with HMSA led to cancelling the original 2015/2016 two-
year agreement, which resulted in a more favorable 2016 renewal for the active

employees, new two-year contract:

Original Two-Year Contract New Two-Year Contract
Renewal Year 1 Year 2 Year 1 Year 2
Increases 2015 2016 2016 2017
Actives 14.8% 9.0% -1.8% 51%
Early Retirees 6.1% 2.2% 2.2% 1.1%
Total 13.2% 7.8% -1.1% 4.4%

Was there an early termination fee to break the HMSA two-year agreement?

A. Yes, the two-year (2015 and 2016) HMSA agreement negotiated in 2014 included an

early termination fee of $1,373,800. To take advantage of the improved utilization

which produced a vastly improved 2016 renewal, the Companies determined that early

termination with a replacement agreement would result in cost savings overall.
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Quarterly installments of the early termination fee was negotiated, which are being paid

in 2016.

Q. What was the overall savings to the Company by accepting the new two-year

agreement?

A. By terminating the original 2015/2016 two-year agreement for the active employees

and negotiating a new 2016/2017 two-year agreement, the savings in Year 1 (2016 of

the new two-year agreement) was substantial and is presented in the following table.

Acceptance of the new two-year agreement meant factoring in the cost of the early

termination fee. The estimated annual savings to the Hawaiian Electric Companies for

2016 net of the early termination fee is $1,116,254 to the Hawaiian Electric Companies

for 2016, using current employee enrollment in 2015. Hawaiian Electric kept the

retirees on the original two-year contract (HELCO-1411).

Original Two-Year Contract | New Two-Year Contract
2015-2016 2016-2017

Actives and Early Retirees Year 2 Year 1
combined Renewal Increases

Plan Year 2016 2016

Est. Annual Premium $30,253,783 $27,763,729

Early Termination Fee +$1,373,800

Total Est. Annual Premium $30,253,783 $29,137,529

Est. Savings $1,116,254

HMSA’s agreement is combined for Hawai'1 Electric Light, Hawaiian

Electric, Hawaiian Electric Industries and Maui Electric. Utilizing Hawai'1 Electric

Light enrollment data to compare premium costs under the original and new plans,

Hawai'i Electric Light’s estimated savings is approximately $285,540 (HELCO-WP-

1206).
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1  OVERVIEW OF PREMIUM COSTS AND HEALTH PLLAN COST SHARING
2 Q. How does Hawai'i Electric Light’s premium rates for medical and prescription drug
3 benefits compare to other large employers in Hawai'1?
4 A. Premium rates for larger employers (over 500 employees) are experience rated, which
5 means claims utilization have greater influence on premium rates compared with
6 smaller employer rates which are pooled or community-rated. While it is difficult to
7 definitively compare Hawai'i Electric Light’s premium rates for medical and
8 prescription drug benefits, based on an informal review of 2016 rates for other large
9 employers SPI works with, Hawai'1 Electric Light’s premium rates for medical and
10 prescription drug benefits were found to be lower, but overall in aggregate, were found
I} to be comparable (HELCO-1412).
12 According to the HEC survey, of 151 large employers, the average single
13 medical premium was -, the average 2-party premium was -, and the
14 average family premium was -, all of which were higher than Hawai'1 Electric
15 Light’s premium rates for medical (HELCO-1401).
16 Hawai'1 Electric Light’s HMSA medical plan premium rates are lower because,
17 as previously established, Hawai'i Electric Light offers Status B (lower benefit, lower
18 premium cost) plans compared to other employers in the State who predominantly offer
19 Status A (higher benefit, higher premium cost) plans.
20  Employer vs. Employee Cost Share Comparisons
21 Q. How does the current CBA impact the amount Hawai'i Electric Light employees pay

22

for health & welfare benefits in 2015?
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Because the previous CBA — BA (2011-2014) expired at the end of 2014, flat
contributions were estimated for 2015, 2016, 2017 and 2018 in order to facilitate a
comparison (Exhibit HELCO-1402 - Employer vs. Employee Contributions). When
comparing the estimated cost share in the previous CBA-BA for 2015 to the current
CBA, overall employees will pay more. The overall impact to Hawai'1 Electric Light
cost for medical, prescription drug, vision and dental coverage for 2015, compared to
what the cost share would have been from the previous CBA-BA (2011-2014) is
estimated to be $86,232 lower (Exhibit HELCO-1402 — Employer vs. Employee
Contributions). Employees’ share increases 1% every year, starting with 17% for 2015,
increasing to 18% for 2016, 19% for 2017 and 20% in 2018. Consequently, the dollar
amount employees pay will also increase incrementally coincident with any premium
rate increases over the five years.
What assumptions were used to estimate the $81,232 savings for the 2015 plan year?
The estimated savings was calculated by extending and projecting what the employee
contribution amount would be for 2015 from the previous CBA-BA (2011-2014) for
Hawai'i Electric Light’s medical, drug, vision and dental plans, compared to the 2015
17% of premium rates under the current CBA using 2015 premium rates (HELCO-
1413). Enrollment was based on current May 2016 employee plan and coverage tier
elections.
How does the current CBA percentage of premium rate employee contribution formula

compare to the previous CBA-BA (2011-2014)?
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The most significant change is the current CBA percentage of premium rate ensures
employees and Hawai'1 Electric Light share proportionately in any cost increase in the
future.
The chart below estimates the cost savings to Hawai'i Electric Light over the five-year

period 2016 through 2018, when the percentage share will increase form 16% to 20%

of premium rates.

Year 2014 2015 2016 2017 2018

Employee Share 16% 17% 18% 19% 20%

Hawai'i Electric Light $8,653 $81,232 $83,034 | $109,079 | $181,564
Est. Annual Savings

The flat dollar contribution amounts under the previous CBA-BA were estimated and
extended beyond 2014 for years 2015,2016, 2017 and 2018 (Exhibit HELCO-1402 -
Employer vs. Employee Contributions). Additionally, premium rates for the medical,
drug, vision and dental plans were estimated for years 2017 and 2018 (HELCO-1414
and HELCO-1402).

Enrollment as of May 2016 was used for this calculation. The calculation worksheets
are in Exhibit HELCO-1402.

How much does Hawai'i Electric Light contribute for single medical, prescription drug,
vision and dental benefits?

For the 2016 test year, Hawai'1 Electric Light’s cost share for single coverage ranges
from 86.9% to 88.0% depending on the plan (HMSA CompMed, HMSA HPH ZN or

Kaiser). The table below compares the 2014 Hawai'1 Electric Light contribution for
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single coverage from the 2014 previous CBA-BA (2011-2014) agreement, to 2014,

2015, 2016, 2017 and 2018 under the current CBA (HELCO-1414).

Previous Current CBA
CBA
Single Cost 2014 2014 2015 2016 2017 2018
Share
CompMed 94.1% 90.0% 88.6% 88.0% 87.2% 86.0%
Kaiser 94.7% 89.5% 88.1% 86.9% 85.8% 84.6%
HPH 80.6% 89.2% 87.9% 87.3% 86.4% 85.2%

How does Hawai'1 Electric Light’s contribution for single medical and prescription

drug coverage compare to other companies in Hawai'1?

The HEC Survey asked respondents of their contributions for single medical and

prescription drug coverage separately. When asked about contributions for prescription

drug coverage, - of all companies package prescription drug with medical; of

large employer respondents (those with over 1,000 benefits-eligible employees), -

package prescription drug with medical. Therefore, the following responses to this

question are based on the survey question for single medical premium.

Of the 151 companies surveyed and responded in the HEC Survey, - of

all employers surveyed pay 90% or more of the single medical and prescription drug

premium cost, and of 14 large companies surveyed and responded, - of large

employer respondents (those with over 1,000 benefits-eligible employees) indicate

paying 90% or more for single medical and prescription drug coverage. Another
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I - of large employer respondents pay between 50% - 79% (HELCO-1401 pages
2 2-6).

3 As previously stated, for the 2016 test year, Hawai'1 Electric Light contributes
4 between 87.9% to 88.6% towards single coverage depending on the plan elected

5 (HMSA CompMed, HMSA HPH ZN or Kaiser). Hawai'i Electric Light’s contribution
6 towards single coverage is comparable compared to the HEC Survey information.

7 Q. How much does Hawai'i Electric Light contribute for family medical, prescription
8 drug, vision and dental benefits?

9 A. For2016, Hawai'i Electric Light’s contribution for dependent was 82.0% for HMSA

10 CompMed, HMSA HPH ZN or Kaiser and coverage tier as provided in the current
11 CBA (HELCO-1217). For 2014, Hawai'i Electric Light’s contribution for dependent
12 coverage range from 81.1% to 91.1% (HELCO-1415).

13 Q. How does Hawai'i Electric Light’s contribution for dependent medical and prescription
14 drug coverage compare to other companies in Hawai 1?

15 A. The HEC Survey asked respondents of their contributions for single medical and

16 prescription drug coverage separately. When asked about contributions for prescription
17 drug coverage, - of all companies package prescription drug with medical; of

18 large employer respondents (those with over 1,000 benefits-eligible employees), 85.7%
19 package prescription drug with medical. Therefore, the following responses to this

20 question are based on the survey question for dependent medical premium.

21 Of the 151 companies surveyed in the HEC survey, - of all employers pay 80% or

22 more of the dependent medical premium cost. But of 14 large employer respondents
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surveyed, - of large employer respondents indicate paying 80% or more for
dependent medical drug premium cost (HELCO-1401). Hawai'1 Electric Light
contributes more towards dependent coverage compared to the HEC Survey

information.

Contribution Strategies Comparison - EUTF

Q.

Are Hawai'1i Electric Light’s current employee contributions for medical and drug
comparable to the State and County EUTF?
Hawai'1 Electric Light employees have lower employee contributions for their benefit
plans compared to State employees. As stated earlier, the State of Hawai'i and Hawai'1
County as employers are exempt from the PHCA. Therefore, it is difficult to compare
Hawai'1 Electric Light’s employee contributions for their benefit plans to the amounts
paid by the employees of the State and County for their benefits.
Are there other factors affecting the Hawai'1 Electric Light’s premium costs?
As part of the Affordable Care Act (“ACA”), most employers via their health insurers
pay additional fees to fund various provisions of the ACA. Beginning January 1, 2014,
as mandated by ACA, HMSA, Kaiser, HDS and VSP have included one or more of the
following ACA fees. For 2016, Hawai'1 Electric Light’s rates will include the
following ACA fees:

o $2.28 per member per year to fund the Patient Centered Outcome Research

Institute (“PCORI”), an increase from $2.00 in 2014.
o $27.00 per member per year to fund the Transitional Reinsurance Program, a

decrease from $63.00 in 2014.
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o Health Insurer Tax, a fee assessed as a percentage of each health insurer’s gross
premiums to fund subsidies the Marketplace Exchanges will be offering to
qualified individuals.

In total, the combined cost for Hawai'i Electric Light, Hawaiian Electric, Maui Electric
and HEI costs attributed to these ACA fees are estimated to add an additional
$1,230,130 (HELCO-1416).

Are these additional ACA fees required by law?

Yes, these fees are mandated by the ACA. Hawai'1 Electric Light has no control over
these fees. They are merely a pass through from the carriers to the federal government

and various federal agencies to fund different provisions of the ACA.

Retiree Health & Welfare Benefits — Other Post Employment Benefits (“OPEB”):

Q.

Q.

A.

Does the HEC Survey report on companies that offer retiree medical, prescription drug
and vision coverage?
Yes, of 151 companies surveyed, - offer coverage upon retirement. Of 14 large
employer respondents surveyed, - offer coverage upon retirement (HELCO-1401).
Hawai'1 Electric Light provides medical, prescription drug, and vision coverage to
retirees, which is dependent upon years of service. This is discussed by Mr. Faagai in
HELCO T-12 testimony.

Does the HEC Survey report on companies that offer retiree dental coverage?

Yes, of 151 companies surveyec- offer coverage upon retirement. Of 14 large

employer respondents surveyed, - offer coverage upon retirement (HELCO-
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1401, page 20). Hawai'i Electric Light provides dental coverage to retirees which is
dependent upon years of service as defined in the CBA.

Does the HEC Survey report on companies that offer retiree life insurance coverage?
Yes, of 151 companies surveyed, - offer coverage upon retirement. Of 14 large
employer respondents surveyed, - offer coverage upon retirement (HELCO-
1401, page 27). Hawai'i Electric Light provides life insurance coverage to retirees
which is also dependent upon years of service as defined in the CBA.

Does Hawai'1 Electric Light offer retiree medical benefits?

Like many established unionized companies, Hawai'1 Electric Light offers retiree
benefits. Hawai'1 Electric Light offers the same plans as active employees to under
age 65 retirees. Over age 65, Medicare-eligible retirees are offered a choice between
HMSA'’s standard Akamai Advantage Prime plans or Kaiser’s Senior Advantage plan.
These Medicare plans and rates are federally approved by the Center for Medicaid and
Medicare Services (“CMS”). The three plans are also the prevalent plans marketed
and selected by eligible retirees over age 65 in the State. Retiree medical plans for
union employees are negotiated with the union and included the CBA.

What are the eligibility requirements for Hawai'1 Electric Light retiree benefits?
Eligibility for retiree benefits and cost share vary widely and are defined based on hire
date, age and accrued years of service at date of retirement. A summary of eligibility
requirements for retiree health and life insurance benefits is provided in HELCO-1419.
My testimony will focus on retirees who are hired on or after May 1, 2011, attained at

least age 55 and accrued at least 20 years of service at date of retirement.
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What retiree medical plans does Hawai'1 Electric Light offer?
For retirees under age 635, their options are the same benefit choices for the active
employees — HMSA CompMed, HMSA HPH ZN, Kaiser HMO, prescription drug,
V'SP vision and HDS dental. When retirees reach age 65, they are offered a choice
between three Medicare Advantage plans — HMSA’s Akamai Advantage Prime plans
or Kaiser’s Senior Advantage plans and Medicare Part D (prescription drug) plans.
These plans, federally approved by the Center for Medicaid and Medicare Services
(“CMS™), are also the most prevalent plans marketed and selected by eligible over age
65 individuals in the State. Retirees over 65 are not eligible for vision and dental
coverage.
How does Hawai'1 Electric Light’s retiree medical, drug, vision and dental benefits
compare with the HEC Survey and EUTF?
The HEC Survey does not include retiree benefit details in order to establish a
benchmark. The EUTF offers the same level of benefits to all retirees under and over
age 65. The benefit plan options include two medical plans similar to options
provided to EUTF active employees — HMSA PPO 90/10 Plan and Kaiser HMO,
HMSA and Kaiser prescription drug plans, HDS dental and VSP vision (HELCO-
1417). When retirees turn age 65, the prescription drug plan changes to the EUTF
Medicare Part D prescription drug plan, which is better in benefits than the standard
CMS approved Medicare Part D plan (HELCO-1417). Overall, Hawai'1 Electric
Light’s retiree plans are less favorable compared to the EUTF retiree plans for the

following reasons:



10

11

12

13

14

15

16

17

18

19

20

21

HELCO T-14
DOCKET NO. 2015-0170
PAGE 38 OF 41
e  EUTEF retirees continue their benefits for medical, prescription drug, vision and
dental through age 65. Hawai'i Electric Light retirees transition to a Medicare
Advantage medical plan and Hawai'i Electric Light drug plan when they turn age
65.
e Atage 65, Hawai'i Electric Light retirees do not have coverage for vision and
dental benefits, whereas EUTF continues these benefits.
How much does Hawai'1 Electric Light’s retiree life insurance plan compare with the
HEC Survey and EUTF?
The HEC Survey does not include benefit details in order to establish a benchmark.
The EUTF, however, provides retiree a life insurance benefit of $2,235. Hawai'i
Electric Light provides retiree life insurance with a benefit amount of $20,000.
Hawai'i Electric Light provides a better life insurance benefit compared to the EUTF

(HELCO-1417).

SUMMARY

Please summarize your testimony.

The cost sharing agreement in the current CBA is a significant change in terms of
employees sharing in the premium costs for health & welfare benefits. Under the
previous cost share agreement, employees paid a flat dollar amount regardless of the
premium costs and therefore were shielded from premium cost increases. Going
forward, under the current CBA, Hawai'1 Electric Light’s and employees’ share is

based on a percentage split of the premium costs. This approach ensures Hawai'i
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Electric Light and employees share in future premium cost increases proportionate to

the percentage split.

All three Hawai'i Electric Light medical plans provide comprehensive medical
coverage and are compliant with the State of Hawai'1i PHCA. However, of the
approved medical plans in Hawai'i (Status A vs. Status B), Hawai'1 Electric Light’s
status B HMS A medical plans are less favorable compared to HMSA’s prevalent
plans, which are Status A plans. The PHCA designates the plans as prevalent based
on the total number of covered members. The HMSA PPP (90/10) plan is designated
as the prevalent PPO plan and Kaiser’s HMO plan as the prevalent HMO plan. Both
of these prevalent plans receive a Status A designation from the State. Hawai'i
Electric Light’s HMSA PPO (CompMed) and HMSA HMO (HPH ZN) medical plans
which together covers 89% or 252 employees are designated as Status B plans by the
State. This is relevant because Status A plans provide a higher level of coverage with
less out-of-pocket costs at- higher premium cost. Status B plans provide a lower level
of benefits with higher out-of-pocket costs at a lower premium cost. Hawai'i Electric
Light’s Kaiser medical plan which covers 41% or 132 employees is designated as a
Status A plan.

Hawai'i Electric Light health & welfare benefit plans are comparable to what
is included in the HEC Survey and the State EUTF. There are a few benefits where
Hawai'1 Electric Light plans are slightly more favorable or slightly less favorable, but
overall in aggregate, Hawai’i Electric Light plans are comparable and not out of line.

Overall, the EUTF provides a broader more robust spectrum of plans for employees to



10

11

12

13

14

15

16

17

18

19

20

21

22

HELCO T-14
DOCKET NO. 2015-0170
PAGE 40 OF 41
choose from compared to Hawai'1 Electric Light. As previously mentioned, the cost
sharing agreement in the current CBA is a major step to increase the amount
employees pay for health & welfare benefits. More importantly, the new percentage-
based cost share agreement also ensures that employees share in future premium cost
increases.

While in aggregate employees are paying more under the current CBA, Hawai'i
Electric Light offers comparable and competitive benefits at very reasonable employee
cost share levels. Employees demand a certain level of benefits with a reasonable
employee cost share. Hawai'i Electric Light’s health & welfare plans provide a
balanced and competitive package of benefits, which allows the Company to compete
in the labor market to attract and retain qualified, motivated and engaged employees
required to produce safe and reliable electricity.

As discussed by Mr. Faagai in HELCO T-12, while many employers do not
provide retiree benefits, certain industries have and continue to provide them.

Utilities, Federal, State and County governments along with unionized industries
continue to provide retiree benefits. Like many employers with retiree benefits,
Hawai'1 Electric Light has made changes to its retiree benefits over the years to
address increasing costs. Overall, Hawai'i Electric Light’s health & welfare benefits
and costs are reasonable and not out of line. This is largely due to the fact that
Hawai’i Electric Light’s two medical plans that cover 89% of employees, the single
largest benefits expense, are Status B plans with lower coverage and greater employee

out-of-pocket costs which result in lower premium cost.
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Finally, because Hawai'i Electric Light considers all its benefits and pay as part
of its total compensation approach, benefits and compensation should be viewed as

part of an overall total compensation package, as discussed by Mr. Faagai in HELCO

T-12.
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Introduction

From our humble beginnings operating a two-car garage in 1919, Servco Pacific Inc. today
commands a global presence, comprised of 18 car dealerships, including eleven in Australia, tire
sales subsidiaries, appliance distribution and sales, insurance, home and consumer products, and
a private equity firm. In 2012, Servco Pacific Inc., along with its private equity partner, became
mayjority shareholders of Fender Musical Instruments Corp.

Serveco Pacific Inc. was rated by its workforce as one of Hawai‘i's most desired employers. In
2015, Servco Pacific Inc. was named one of the Top 25 “Best Places two Work in Hawai‘i” by
Hawai‘i Business Magazine for its eleventh consecutive year, placing Servco in the Hall of Fame.
Servco Pacific Insurance is one of the core businesses of Servco Pacific Inc. Serveco Pacific
Insurance has operated a successful Property and Casualty insurance agency in Hawai’i since
1971. In 2006, Servco Employee Benefits Consulting (SEBC) was added as a new division to
complement the services offered to its business clients.

Initially established by Russ Robertson and Malcolm Tajiri, SEBC’s Consultants work closely with a
team of professional and technical staff to deliver innovative and progressive client solutions. Our
Account Managers support the Consultants in all aspects of client service management and
ongoing maintenance of employee benefit programs. We define the success of our practice by the
impressive list of prominent and established clientele, each with unique and, in some cases,
complex employee benefit needs and issues.

SEBC focuses on a consultative approach towards employer-sponsored benefit plans. SEBC's
professional staff has over 75 years of combined experience in the field of employee benefits, and
represents a highly experienced and innovative team in Hawai’i.

In 2010, Servco Pacific Insurance expanded by establishing a presence in the Pacific Northwest -
Seattle, Tacoma, Washington and Newport, Oregon. The Seattle office specializes in aviation,
fishing, shipping and cargo industries in several states; clientele include prominent suppliers of
crab, salmon and cod distributed in major retail and restaurant establishments. They have
recently added an Employee Benefits division to further enhance the array of services for their
clients. With a growing team of industry leaders and great clients, Servco Pacific Insurance is
positioned for continued success in the Pacific Northwest and beyond.

Servco Pacific Insurance is part of the Worldwide Broker Network (WBN), an extension of our
service proposition — when business opportunities arise in geographic locations where we are not
licensed, Servco Pacific Insurance utilizes the WBN, a trusted network of benefits brokers and
[tant t id ices in th i behalf. —
consultants we engage to provide services in those regions on our beha ) %
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As a Hawai'i-based company, Servco Pacific Inc. understands Hawai’i’s unique business
environment. Through Servco Pacific Insurance, our commitment is to provide clients with vital
resources and services that are critical for establishing and maintaining a comprehensive,
competitive, and cost-effective employee benefits program.

Our value proposition to our Client includes the following:

Dedication and commitment to excellent customer service. Clients deserve service above and

beyond the traditional placement of insurance that is unmatched by other employee

benefits advisors.

Serve as a strategic partner. We will work with each client’s unique needs and strategically

customize our approach to present appropriate solutions.

Complete obijectivity and independence in the insurance market. We don’t represent or

promote any specific insurance carrier; we represent our Client to the insurance

marketplace, a very important distinction.

Link to industry trends, product developments, and regulatory information. We keep abreast

of changes and new trends in the employee benefits industry.

We understand the competitive environment for recruiting and recognize the importance of

retaining quality talent is crucial to our Client's continued success.

Along with Servco Pacific

Inc.’s commitment to invest in resources to support its growing benefits practice, Servco Pacific

Insurance is dedicated and well-positioned to support your organization’s diverse and unique
employee benefit needs.

We commonly assist clients with the following Employee Benefit plans:

Medical, Prescription Drug
Vision
Dental

Long Term Disability Insurance

Life Insurance

Retiree Medical —
Medicare Advantage Plans and
Medicare Supplement Plans

Temporary Disability Insurance (TDI)

Sec. 125/Flex Spending Plans,
Sec. 132/Parking and Transit

Voluntary, Worksite Products

Long Term Care Insurance

Executive Benefits
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General Scope of Services

. Serve as a strategic partner to our Client. This involves strategic planning to review current
performance of all our Client’s benefits and carrier vendors then establish future goals and
objectives. This also means providing technical and administrative oversight for functions
relating to carrier/vendor management throughout the year to ensure the plans are
performing optimally: troubleshoot and resolve issues relating to claims, eligibility, and
premium administration.

. Assist our Client with strategies to strengthen the relationship between benefits and employee
wellness, whether by or likely a combination of plan design, incentives/penalties, employee
communications, and building stronger partnerships with carriers and providers.

. Review and analyze our Client’s benefit plans to determine cost drivers and to identify
opportunities to reduce and manage the costs of employee benefits; provide cost projections,
funding analysis and other cost information, as requested.

. Initiate and lead the renewal process with the carriers. Negotiate and present annual
renewals and options on a timely basis to support our Client’s renewal decision timeline and

open enrollment schedule.

. Keep our Client abreast of a) trends in the employee benefits marketplace, b) Employee
Benefit laws and State and Federal regulations (i.e. Health Care Reform, Medicare and Retiree
Medical Plans, Health Savings Accounts, Affordable Care Act - Cadillac Tax) that may impact
our Client's programs.
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General Scope of Services, continued

6. As appropriate and directed by our Client, perform market studies to ensure competitiveness
of plans in terms of cost, benefits and administration (i.e. medical, dental, vision, TDI, life,

disability, FSA, etc.).

7. Review and monitor our Client’s current carriers’ financial information; act as the liaison
between our Client and our Client’s carriers by confirming coverage, ensuring carriers
promptly issue policies and contracts, review to ensure accuracy and meets our Client’s
requirements.

8. Coordinate carrier support for open enrollment; participate in open enrollment activities, as
appropriate.

9. Review employee benefit summaries, carrier contracts, and other documentation, as
appropriate.

10. Support 5500 Annual Report Filing by coordinating receipt of Schedule A information from
carriers for all ERISA plans, as appropriate.
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General Out-of-Scope Services

Compensation for special projects and services will be negotiated at the time additional needs
are identified.

Examples of special projects and services include (but are not limited to):

e« Compensation Consulting
e Benefit Plan Compliance (Legal)
0 Plan Documents and Summary Plan Descriptions (SPD)
0 Summary Annual Reports (SAR)
0 Summary Material Modifications (SMM)
0 Wrap Documents that streamline 5500 filings
0 Technical issues related to FMLA, HIPAA, etc.
¢ Employee Benefit Communications
¢ Retirement Plan Consulting
e Actual participation in union contract negotiations, beyond coordinating rate proposals
and benefit summaries to support the negotiations.

Servco Employee Benefits Consulting strives to provide the highest level of client service. Our
clients are encouraged to consider us their first Point of Contact for all aspects relating to
employee benefits. It is our intent to establish ourselves and serve our clients as an extension of
their HR/Benefits department.



HELCO-1400
DOCKET NO. 2015-0170
Page 7 of 15

MALCOLM TAIJIRI
SENIOR VICE PRESIDENT

Service Responsibilities & Expertise

Assist clients in all aspects from strategic consultative design, carrier selection,

claims resolution, eligibility and premium administration, and general overall
maintenance of employee benefits programs.

Expertise: Plan design, alternate funding, self-insurance analysis, utilization reporting and analysis,
health and wellness promotion, new plan implementation, and general benefits for large employers.

Resume of Experience

2006 - Present: Serveo Pacific Insurance
Senior Vice President

1992 - 2006: Aon Consulting/Alexander & Alexander
Vice President

1990 - 1992: Johnson & Higgins
Assistant Vice President

1986 - 1989: Mercer Employee Benefits Consulting
Technical Associate

Education

Menlo College — School of Business Administration

Bachelor of Science, Business Administration

Affiliations

National Association of Health Underwriters
Hawaii Chapter Member

Account Executive (notable clients)

0 American Savings Bank 0 Hawaiian Electric Company
0 Central Pacific Bank 0 Punahou School

0  Hawai’i National Bank 0 7-Eleven Hawai’i, Inc. . %

0  Hawaiian Telcom 0 Servco Pacific Inc.
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LORRAINE NAKASONE
VICE PRESIDENT

Service Responsibilities & Expertise

Assist clients in all aspects from strategic consultative design, carrier selection,

claims resolution, eligibility and premium administration, and general overall
maintenance of employee benefits programs.

Expertise: Plan design, alternate funding, utilization reporting and analysis, new plan implementation,
and general benefits for mid-sized and large employers.

Resume of Experience

2009 - Present: Servco Pacific Insurance
Vice President

1999 - 2009: Aon Consulting
Assistant Vice President

Prior to 1999: Kapi® olani Health Hawai'i — Senior Account Manager
Pacific Rehabilitation & Sports Medicine — Marketing Director
Hawai’i Medical Service Association — Corporate Educator
Education
University of Hawai'i Manoa
Bachelor of Business Administration — Marketing
Affiliations

National Association of Health Underwriters
Hawaii Chapter member

Society of Human Resource Management
Hawaii Chapter member

Account Executive (notable clients)

0 Alsco/American Linen 0  Woaianae Coast Comprehensive Health Center
0 Goodsill Anderson Quinn & Stifel 0 Young Brothers 8 %

0 Territorial Savings Bank
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MARY-JEAN SHIROMA
BENEFITS CONSULTANT

Service Responsibilities & Expertise

Assist clients in all aspects from strategic consultative design, carrier selection,
claims resolution, eligibility and premium administration, and general overall
maintenance of employee benefits programs.

Expertise: Plan design, alternate funding, utilization reporting and analysis, new plan implementation,
and general benefits for mid-sized and large employers.
Resume of Experience

2014 - Present: Servco Pacific Insurance
Benefits Consultant

2012 - 2013: Hawai’i Medical Service Association
Account Relationship Consultant

Prior to 2012: USAble Life/Benefit Services of Hawai'i — Manager, Key Accounts
Healthways Hawai’i — Senior Worksite Wellness Consulfant

Integrated Services, Inc. (subsidiary of HMSA) — Manager, HealthPass at
the Worksite

Education

San Francisco State University

Speech and Communications

Affiliations

National Association of Health Underwriters
Hawaii Chapter member

Society for Human Resource Management
Hawaii Chapter member

Account Executive (notable clients)

0 Aloha Pacific Federal Credit Union 0 Island Air

» C)

——

0 Assests School 0 Rehabilitation Hospital of the Pacific

0 Hawai’i Pacific University
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MARISA MAMIZUKA
ACCOUNT MANAGER

Service Responsibilities & Expertise

Support consultants in all aspects of client service management and on-going
maintenance of employee benefits program.

Expertise: Comprehensive market study analysis, new plan implementation,
and general benefits for small fo mid-sized employers.

Resume of Experience

2010 - Present: Servco Pacific Insurance
Account Manager

2001 - 2010: Aon Consulting
Account Specialist

1996 - 2001: Central Pacific Bank

Human Resources Specialist

Education

University of Hawai’i, Hilo

Bachelor of Science, Speech

Account Manager (notable clients)

0 Honolulu Baking Company 0 Pacific Marine and Supply Co.
0  Midas Auto Service 0 Royal Aloha Vacation Club
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HAYLEE FAUSTIN
ACCOUNT MANAGER

Service Responsibilities & Expertise

Support consultants in all aspects of client service management and on-going
maintenance of employee benefits program.

Expertise: Comprehensive market study analysis, new plan implementation,
and general benefits for small to mid-sized employers.

Resume of Experience

2014 - Present: Servco Pacific Insurance
Account Manager

2012 - 2014: Servco Pacific Insurance
Account Service Representative

2011 -2012: CB Richard Ellis
Marketing Specialist

2007 - 2011: Benefits By Design

Senior Consulfant & Account Executive
Education

Chaminade University of Honolulu

Bachelor of Science, Pre-Law

Affiliations

National Association of Health Underwriters
Hawaii Chapter, Director

International Foundation of Employee Benefit Plans
Member

Account Manager (notable clients)

0 GM Construction, Inc. 0 Maui Ocean Center

0 Life Care Center, Hilo; Hale 0 USS Missouri Memorial Association n %
Anuenue; Life Care Center, Kona;
Ka Punawai Ola
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EVAN PATEK
ACCOUNT MANAGER

Service Responsibilities & Expertise

Support consultants in all aspects of client service management and on-going
maintenance of employee benefits program.

Expertise: Comprehensive market study analysis, new plan implementation,
and general benefits for small fo mid-sized employers.

Resume of Experience

2015 - Present: Servco Pacific Insurance
Account Manager
2014 - 2015: UHA
Broker Account Representative
2013 - 2014: HMSA
Account Relationship Consultant
2012 - 2013: HMSA
Health Plan Advisor
2012 - 2013: HMSA

FEB Operations Coordinator

Education

University of Hawai‘i, Manoa

Bachelor of Science, Economics

Account Manager (notable clients)

0 CHART Rehabilitation of Hawai’i 0  Queen Lilivokalani Children’s Center

0 Marisco 0 Royal State Financial Corporation (DRTIC)
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Compensation

In any engagement to ensure a successful partnership, it is critical the agreed-upon compensation
be fair and reasonable in exchange for the Scope of Services we commit to provide Client. All
commissions and service fees are disclosed and are fully accountable upon request.

We offer the following compensation arrangements, as agreed upon between Servco and our
Client:

Fee
A set fee amount in exchange for services provided. Servco will invoice our Client for the
agreed-upon amount and frequency.

Commissions
Commissions paid directly from the carrier(s), based on an agreed-upon commission
percentage or dollar amount. Commissions may be based on premiums paid or number of
participants, depending on the line of coverage and carrier.

Fee offset by Commissions

A set fee amount in exchange for services provided. Servco will invoice our Client for the
agreed-upon amount and frequency net of commissions received directly from the carrier(s).

Combination Fee and Commissions

A set fee amount in exchange for services provided. Servco will invoice our Client for the
agreed-upon fee amount and frequency, which will be in addition to commissions paid
directly from the carrier(s).
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808.564.2572 | malcolm tajiri@servco.com

808.564.2574 | lorraine.nakasone@servco.com
808.564.2579 | maryjean.shiroma@servco.com
808.564.2576 | marisa.mamizuka@servco.com

808.564.2542 | haylee.faustin@servco.com

808.564.2557 | evan.patek@servco.com

SERVCO EMPLOYEE
COPACIFIC | &Nsurne

INSURANCE
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CALCULATION OF HAWAI'I ELECTRIC LIGHT
EMPLOYER vs. EMPLOYEE CONTRIBUTIONS
PREVIOUS CBA-BA vs CURRENT CBA

HELCO-1402

DOCKET NO. 2015-0170

Page 1 of 5
Proj. Total Premium (HAWAI'I ELECTRIC LIGHT vs. Employee) Cost - 2014 PY PREVIOUS CBA-BA Fixed $ Cost Share - 2014
::I):Z ' Monthly Annual Total Employee l.Vlon.thly Employee. An|.1ual HECO. Anflual
Subs Premium Rates Contributions Contributions Contributions
CompMED, Drug,Vis,Dent
Employee 25($ 358.22 | $ 107,466 | $ 21.00 | $ 6,300 | S 101,166
Employee + Child(ren) 12|$ 743.48 | S 107,061 | $ 42.00 | $ 6,048 | S 101,013
Employee + Spouse 171§ 84751 | $ 172,892 | $ 63.00 | S 12,852 | $ 160,040
Family 66| S 1,004.31 | $ 795,414 | S 84.00 | S 66,528 | S 728,886
Totals 120 S 1,182,833 S 91,728 S 1,091,105
% of Annual Premium 7.8% 92.2%
Kaiser, Drug,Vis,Dent
Employee 58 392.87 | S 23,572 | $ 21.00 | S 1,260 | $ 22,312
Employee + Child(ren) 4| 812.78 | $ 39,013 | $§ 42.00 | $ 2,016 | S 36,997
Employee + Spouse 78 930.66 | $ 78,175 | $ 63.00 S 5292 |$ 72,883
Family 14| $ 1,101.31 | $ 185,020 | $ 84.00 | S 14,112 | $ 170,908
Totals 30 S 325,781 S 22,680 | $ 303,101
% of Annual Premium 7.0% 93.0%
HPH, Drug,Vis,Dent
Employee 19| $ 411.86 | $ 93,904 | $ 80.00 | S 18,240 | $ 75,664
Employee + Child(ren) 9|$ 850.76 | $ 91,882 | S 140.00 | $ 15,120 | $ 76,762
Employee + Spouse 18| $ 976.25 | $ 210,870 | S 180.00 | $ 38,880 | S 171,990
Family 86|S 1,154.49 | $ 1,191,434 | S 220.00 | $ 227,040 | $ 964,394
Totals 132 S 1,588,090 S 299,280 | $ 1,288,810
% of Annual Premium 18.8% 81.2%
2013 Totals 282 | $ 3,096,704 | S 413,688 | § 2,683,016
% of Annual Premium 13.4% 86.6%
Proj. Total Premium (HAWAI'I ELECTRIC LIGHT VS. Employee) Cost - 2014 PY CURRENT NEW CBA % of Rate Cost Share-2014
Monthly Employee Monthly Employee Annual HECO Annual
. Annual Total L I .
Premium Rates Contribution Contributions Contributions
CompMED, Drug,Vis,Dent
Employee 25| §$ 358.22 | $ 107,466 | S 3570 | $ 10,710 | $ 96,756
Employee + Child(ren) 12| S 743.48 | S 107,061 | $ 9734 | S 14,017 | $ 93,044
Employee + Spouse 171§ 84751 | S 172,892 | $§ 113.99 | $ 23,254 | $ 149,638
Family 66 S 1,004.31 | S 795,414 | $ 139.08 | $ 110,151 | $ 685,262
Totals 120 S 1,182,833 S 158,132 | $ 1,024,700
% of Annual Premium 13.4% 86.6%
Kaiser, Drug,Vis,Dent
Employee 58 392.87 | $ 23,572 | $ 4125 | $ 2,475 | S 21,097
Employee + Child(ren) 4| 812.78 | $ 39,013 | § 108.43 | $ 5,205 | S 33,809
Employee + Spouse 718 930.66 | $ 78,175 | § 127.29 | $ 10,692 | $ 67,483
Family 14| S 1,101.31 | $ 185,020 | $ 154.60 | $ 25,973 | $ 159,047
Totals 30 S 325,781 S 44,345 | S 281,436
% of Annual Premijum 13.6% 86.4%
HPH, Drug,Vis,Dent
Employee 19§ 411.86 | $ 93,904 | $ 4428 | S 10,096 | $ 83,808
Employee + Child(ren) 9/$ 850.76 | $ 91,882 | $ 11451 | $ 12,367 | $ 79,515
Employee + Spouse 18 S 976.25 | $ 210,870 | $ 13459 | $ 29,071 | $ 181,799
Family 86|$ 1,154.49 | $ 1,191,434 | S 163.11 | $ 168,330 | $ 1,023,104
Totals 132 S 1,588,090 S 219,864 | S 1,368,226
% of Annual Premium 13.8% 86.2%
2014 Totals 282 \ $ 3,096,704 \ $ 422,341 | $ 2,674,363
% of Annual Premium 13.6% 86.4%
HAWAIIAN ELECTRIC LIGHT Estimated Annual Savings 3 8,653 $ (8,653)
For illustrative purposes only, calculations are based on May 2016 enrollments
Purpose to estimate impact of current CBA Ee cost share compared to the old Fixed Dollar Ee cost share vs new % of Rate.
Incremental increases from the previous CBA-BA were extended to years 2015, 2016, 2017, 2018 & 2019.
Under current CBA, $135.08 Flex Credit is applied to premium rates then % share is computed.
Premium rate increase were projected for 2017, 2018 & 2019.
Servco Employee Benefits Consulting HELCO-1402 - Employer vs. Employee Contributions.xIsx 8/24/2016



CALCULATION OF HAWATI'I ELECTRIC LIGHT HELCO-1402

EMPLOYER vs. EMPLOYEE CONTRIBUTIONS DOCKET NO. 2015-0170
PREVIOUS CBA-BA vs CURRENT CBA Page 2 of 5
Est. Total (HAWAI'I ELECTRIC LIGHT vs. Employee) Cost - 2015 PY PREVIOUS CBA-BA Fixed $ Cost Share 2015
M
20:: . Monthly Annual Total Employee l)/lon.thly Employee. Anr.‘nual HECO’ Am“nual
Subs Premium Rates Contributions Contributions Contributions
CompMED, Drug,Vis,Dent
Employee 25| S 408.22 | $ 122,466 | S 23.00 | S 6,900 | S 115,566
Employee + Child(ren) 12|$ 844.69 | $ 121,635 | S 46.00 | S 6,624 | S 115,011
Employee + Spouse 171 $ 966.98 | $ 197,264 | S 69.00 | S 14,076 | $ 183,188
Family 66| S 1,14437 | S 906,341 | S 92.00 | S 72,864 | $ 833,477
Totals 120 S 1,347,706 S 100,464 S 1,247,242
% of Annual Premium 7.5% 92.5%
Kaiser, Drug,Vis,Dent
Employee 58S 44853 | $ 26,912 | § 23.00 | S 1,380 | $ 25,532
Employee + Child(ren) 4| 925.28 | $ 44,413 | S 46.00 | S 2,208 | S 42,205
Employee + Spouse 7S 1,063.68 | $ 89,349 | S 69.00 | S 5,796 | S 83,553
Family 14| S 1,257.17 | $ 211,205 | S 92.00 | S 15,456 | $ 195,749
Totals 30 S 371,879 S 24,840 | S 347,039
% of Annual Premium 6.7% 93.3%
HPH ZN, Drug,Vis,Dent
Employee 19§ 468.42 | S 106,800 | $ 90.00 | S 20,520 | $ 86,280
Employee + Child(ren) 9/s 965.13 | $ 104,234 | $ 150.00 | $ 16,200 | $ 88,034
Employee + Spouse 18]S 1,111.52 | $ 240,088 | S 190.00 | $ 41,040 | S 199,048
Family 8|S 1,312.95 | $ 1,354,964 | $ 230.00 | $ 237,360 | $ 1,117,604
Totals 132 S 1,806,087 S 315,120 | S 1,490,967
9% of Annual Premium 17.4% 82.6%
2013 Totals 282 [§ 3,525,672 | 3 440,424 | § 3,085,248
% of Annual Premium 12.5% 87.5%
Projected Total (HAWAI'I ELECTRIC LIGHT vs. Employee) Cost-2015 PY CURRENT CBA % of Rate Cost Share 2015
Monthly - ITotal Employee Monthly Employee Annual HECO Annual
Premium Rates nnual 108 Contribution Contributions Contributions
CompMED, Drug,Vis,Dent
Employee 25§ 408.22 | $ 122,466 | $ 4643 | S 13,929 | $ 108,537
Employee + Child(ren) 12|18 844.69 | $ 121,635 | S 120.63 | $ 17,371 | $ 104,265
Employee + Spouse 17| $ 966.98 | $ 197,264 | S 141.42 | $ 28,850 | $ 168,414
Family 66| S 1,144.37 | $ 906,341 | S 171.58 | S 135,891 | $ 770,450
Totals 120 S 1,347,706 S 196,041 | S 1,151,666
% of Annual Premium 14.5% 85.5%
Kaiser, Drug,Vis,Dent
Employee 58S 448,53 | $ 26,912 | § 53.29 | S 3,197 | S 23,714
Employee + Child(ren) 4| 925.28 | $ 44,413 | S 13433 | S 6,448 | S 37,966
Employee + Spouse 718 1,063.68 | $ 89,349 | S 157.86 | $ 13,260 | $ 76,089
Family 14|$ 1,257.17 | $ 211,205 | $ 190.76 | $ 32,048 | S 179,157
Totals 30 S 371,879 S 54,953 | S 316,926
% of Annual Premium 14.8% 85.2%
HPH ZN, Drug,Vis,Dent
Employee 19| $ 468.42 | $ 106,800 | $ 56.67 | S 12,921 | $ 93,879
Employee + Child(ren) 9§ 965.13 | $ 104,234 | S 14111 | $ 15,240 | $ 88,994
Employee + Spouse 8|S 1,111.52 | $ 240,088 | $ 165.99 | $ 35,854 | $ 204,234
Family 86| S 1,312.95 | $ 1,354,964 | S 200.24 | $ 206,648 | S 1,148,317
Totals 132 S 1,806,087 S 270,662 | $ 1,535,424
% of Annual Premium 15.0% 85.0%
2014 Totals 282 $ 3,525,672 | $ 521,656 | $ 3,004,016
% of Annual Premium 14.8% 85.2%
HAWALI'I ELECTRIC LIGHT Estimated Annual Savings S 81,232 S (81,232)

For illustrative purposes only, calculations are based on May 2016 enrollments

Purpose to estimate impact of current CBA Ee cost share compared to the old Fixed Dollar Ee cost share vs new % of Rate.
Incremental increases from the previous CBA-BA were extended to years 2015, 2016, 2017, 2018 & 2019.

Under current CBA, $135.08 Flex Credit is applied to premium rates then % share is computed.

Premium rate increase were projected for 2017, 2018 & 2019.

Servco Employee Benefits Consulting HELCO-1402 - Employer vs. Employee Contributions.xIsx 8/9/2016



CALCULATION OF HAWATI'I ELECTRIC LIGHT
EMPLOYER vs. EMPLOYEE CONTRIBUTIONS
PREVIOUS CBA-BA vs CURRENT CBA

HELCO-1402

DOCKET NO. 2015-0170

Page 3 of 5
Est. (HAWAI'I ELECTRIC LIGHT vs. Employee) Cost - 2016 PY PREVIOUS CBA-BA Fixed $ Cost Share 2016
2“3:; . Monthly Annual Total Employee l)/lon.thly Employee. Anr.‘nual HECO’ Am“nual
Subs Premium Rates Contributions Contributions Contributions
CompMED, Drug,Vis,Dent
Employee 25| S 403.02 | $ 120,906 | $ 25.00 | $ 7,500 | S 113,406
Employee + Child(ren) 12|$ 83431 | S 120,141 | S 50.00 | S 7,200 | S 112,941
Employee + Spouse 171 $ 954,52 | $ 194,722 | $ 75.00 | S 15,300 | $ 179,422
Family 66| S 1,129.83 | $ 894,825 | S 100.00 | $ 79,200 | $ 815,625
Totals 120 S 1,330,594 S 109,200 $ 1,221,394
% of Annual Premium 8.2% 91.8%
Kaiser, Drug,Vis,Dent
Employee 58S 49152 | $ 29,491 | § 25.00 | S 1,500 | $ 27,991
Employee + Child(ren) 4| 1,011.27 | $ 48,541 | S 50.00 | S 2,400 | S 46,141
Employee + Spouse 7S 1,166.86 | $ 98,016 | S 70.00 | S 5,880 | S 92,136
Family 14| S 1,377.55 | $ 231,428 | S 100.00 | S 16,800 | $ 214,628
Totals 30 S 407,477 S 26,580 | S 380,897
% of Annual Premium 6.5% 93.5%
HPH ZN, Drug,Vis,Dent
Employee 19§ 459.90 | $ 104,857 | $ 100.00 | $ 22,800 | $ 82,057
Employee + Child(ren) 9/s 948.11 | $ 102,396 | S 160.00 | $ 17,280 | $ 85,116
Employee + Spouse 18]S 1,091.08 | $ 235,673 | $ 200.00 | S 43,200 | S 192,473
Family 8|S 1,289.11 | $ 1,330,362 | $ 240.00 | $ 247,680 | $ 1,082,682
Totals 132 S 1,773,288 S 330,960 | S 1,442,328
% of Annual Premium 18.7% 81.3%
2013 Totals 282 \ S 3,511,359 \ S 466,740 | $ 3,044,619
% of Annual Premium 13.3% 86.7%
Proj. Total (HAWAI'l ELECTRIC LIGHT vs. Employee) Cost - 2016 PY CURRENT CBA % of Rate Cost Share 2016
Monthly Employee Monthly Employee Annual HECO Annual
. Annual Total L L .
Premium Rates Contribution Contributions Contributions
CompMED, Drug,Vis,Dent
Employee 25§ 403.02 | $ 120,906 | $ 48.23 | S 14,469 | $ 106,437
Employee + Child(ren) 12|18 83431 S 120,141 | S 125.86 | $ 18,124 | $ 102,017
Employee + Spouse 17| $ 954,52 | $ 194,722 | $§ 14750 | $ 30,090 | $ 164,632
Family 66| S 1,129.83 | $ 894,825 | S 179.06 | S 141,816 | $ 753,010
Totals 120 S 1,330,594 S 204,498 | S 1,126,096
% of Annual Premium 15.4% 84.6%
Kaiser, Drug,Vis,Dent
Employee 58S 49152 | $ 29,491 | § 64.16 | S 3,850 | S 25,642
Employee + Child(ren) 4| 1,011.27 | $ 48,541 | S 157.71 | S 7,570 | S 40,971
Employee + Spouse 7S 1,166.86 | $ 98,016 | $ 185.72 | $ 15,600 | $ 82,416
Family 14|$ 1,377.55 | $ 231,428 | S 22364 | S 37,572 | $ 193,857
Totals 30 S 407,477 S 64,592 | S 342,885
% of Annual Premium 15.9% 84.1%
HPH ZN, Drug,Vis,Dent
Employee 19| $ 459.90 | $ 104,857 | $ 58.47 | S 13,331 | $ 91,526
Employee + Child(ren) 9§ 948.11 | $ 102,396 | S 146.35 | $ 15,806 | $ 86,590
Employee + Spouse 8|S 1,091.08 | $ 235,673 | $ 172.08 | $ 37,169 | $ 198,504
Family 86| S 1,289.11 | $ 1,330,362 | $ 207.73 | $ 214,377 | S 1,115,984
Totals 132 S 1,773,288 S 280,684 | $ 1,492,604
% of Annual Premium 15.8% 84.2%
2014 Totals 282 '$ 3,511,359 | $ 549,774 | $ 2,961,585
% of Annual Premium 15.7% 84.3%
HAWALI'I ELECTRIC LIGHT Estimated Annual Savings S 83,034 S (83,034)

For illustrative purposes only, calculations are based on May 2016 enrollments

Purpose to estimate impact of current CBA Ee cost share compared to the old Fixed Dollar Ee cost share vs new % of Rate.
Incremental increases from the previous CBA-BA were extended to years 2015, 2016, 2017, 2018 & 2019.

Under current CBA, $135.08 Flex Credit is applied to premium rates then % share is computed.
Premium rate increase were projected for 2017, 2018 & 2019.

Servco Employee Benefits Consulting

HELCO-1402 - Employer vs. Employee Contributions.xIsx

8/9/2016



CALCULATION OF HAWATI'I ELECTRIC LIGHT
EMPLOYER vs. EMPLOYEE CONTRIBUTIONS
PREVIOUS CBA-BA vs CURRENT CBA

HELCO-1402
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Page 4 of 5
Est. Total (HAWAI'I ELECTRIC LIGHT vs. Employee) Cost - 2017 PY PREVIOUS CBA-BA Fixed $ Cost Share 2017
2“3:; . Monthly Annual Total Employee l)/lon.thly Employee. Anr.‘nual HECO’ Am“nual
Subs Premium Rates Contributions Contributions Contributions
CompMED, Drug,Vis,Dent
Employee 25| S 41330 | $ 123,989 | $ 27.00 | $ 8,100 | S 115,889
Employee + Child(ren) 12|$ 855.57 | $ 123,202 | S 54.00 | S 7,776 | S 115,426
Employee + Spouse 171 $ 978.86 | $ 199,688 | S 81.00 | S 16,524 | $ 183,164
Family 66| S 1,158.66 | S 917,659 | S 108.00 | $ 85,536 | S 832,123
Totals 120 S 1,364,538 S 117,936 S 1,246,602
% of Annual Premium 8.6% 91.4%
Kaiser, Drug,Vis,Dent
Employee 58S 539.84 S 32,390 | 27.00 | S 1,620 | $ 30,770
Employee + Child(ren) 4| 1,108.61 | $ 53,213 | § 54.00 | S 2,592 | S 50,621
Employee + Spouse 7S 1,282.50 | $ 107,730 | S 81.00 | S 6,804 | S 100,926
Family 14| S 1,512.89 | $ 254,166 | S 108.00 | S 18,144 | $ 236,022
Totals 30 S 447,499 S 29,160 | S 418,339
% of Annual Premium 6.5% 93.5%
HPH ZN, Drug,Vis,Dent
Employee 19§ 471.66 | S 107,538 | $ 110.00 | $ 25,080 | $ 82,458
Employee + Child(ren) 9/s 972.33 | $ 105,011 | $ 170.00 | $ 18,360 | $ 86,651
Employee + Spouse 18]S 1,118.97 | $ 241,698 | S 210.00 | S 45,360 | S 196,338
Family 8|S 1,322.08 | $ 1,364,388 | $ 250.00 | $ 258,000 | $ 1,106,388
Totals 132 S 1,818,635 S 346,800 | S 1,471,835
% of Annual Premium 19.1% 80.9%
2013 Totals 282 \ S 3,630,672 \ S 493,896 | $ 3,136,776
% of Annual Premium 13.6% 86.4%
Proj. Total (HAWAI'l ELECTRIC LIGHT vs. Employee) Cost - 2017 PY CURRENT CBA % of Rate Cost Share 2017
Monthly Employee Monthly Employee Annual HECO Annual
. Annual Total L L .
Premium Rates Contribution Contributions Contributions
CompMED, Drug,Vis,Dent
Employee 25§ 41330 | S 123,989 | $§ 52.86 | S 15,858 | $ 108,131
Employee + Child(ren) 12|18 855.57 | $ 123,202 | S 136.89 | $ 19,712 | $§ 103,490
Employee + Spouse 17| $ 978.86 | $ 199,688 | $ 160.32 | $ 32,705 | $ 166,982
Family 66| S 1,158.66 | $ 917,659 | S 194.48 | S 154,028 | $ 763,631
Totals 120 S 1,364,538 S 222,304 | S 1,142,234
% of Annual Premium 16.3% 83.7%
Kaiser, Drug,Vis,Dent
Employee 58S 539.84 | $ 32,390 | § 76.90 | S 4,614 | S 27,776
Employee + Child(ren) 4| 1,108.61 | $ 53,213 | § 18497 | S 8,879 | S 44,335
Employee + Spouse 7S 1,282.50 | $ 107,730 | $ 218.01 | $ 18,313 | $ 89,417
Family 14|$ 1,512.89 | $ 254,166 | S 261.78 | $ 43,979 | S 210,187
Totals 30 S 447,499 S 75,784 | S 371,715
% of Annual Premium 16.9% 83.1%
HPH ZN, Drug,Vis,Dent
Employee 19| $ 471.66 | $ 107,538 | $ 63.95 | S 14,581 | $§ 92,957
Employee + Child(ren) 9§ 97233 | $ 105,011 | S 159.08 | $ 17,181 | $ 87,831
Employee + Spouse 8|S 1,118.97 | $ 241,698 | § 186.94 | $ 40,379 | $ 201,319
Family 86| S 1,322.08 | $ 1,364,388 | $ 22553 | $ 232,747 | S 1,131,641
Totals 132 S 1,818,635 S 304,887 | S 1,513,748
% of Annual Premium 16.8% 83.2%
2014 Totals 282 $ 3,630,672 | $ 602,975 | $ 3,027,697
% of Annual Premium 16.6% 83.4%
HAWALI'I ELECTRIC LIGHT Estimated Annual Savings S 109,079 $ (109,079)

For illustrative purposes only, calculations are based on May 2016 enrollments

Purpose to estimate impact of current CBA Ee cost share compared to the old Fixed Dollar Ee cost share vs new % of Rate.
Incremental increases from the previous CBA-BA were extended to years 2015, 2016, 2017, 2018 & 2019.
Under current CBA, $135.08 Flex Credit is applied to premium rates then % share is computed.
Premium rate increase were projected for 2017, 2018 & 2019.

Servco Employee Benefits Consulting

HELCO-1402 - Employer vs. Employee Contributions.xIsx

8/9/2016



CALCULATION OF HAWATI'I ELECTRIC LIGHT
EMPLOYER vs. EMPLOYEE CONTRIBUTIONS
PREVIOUS CBA-BA vs CURRENT CBA
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Est. Total (HAWAI'I ELECTRIC LIGHT vs. Employee) Cost - 2018 PY PREVIOUS CBA-BA Fixed $ Cost Share 2018
2“3:; . Monthly Annual Total Employee l)/lon.thly Employee. Anr.‘nual HECO’ Am“nual
Subs Premium Rates Contributions Contributions Contributions
CompMED, Drug,Vis,Dent
Employee 25| S 451.47 | $ 135,441 | $§ 29.00 | $ 8,700 | S 126,741
Employee + Child(ren) 12|$ 932.64 | $ 134,300 | S 58.00 | S 8,352 |$S 125,948
Employee + Spouse 171 $ 1,070.15 | $ 218,310 | 87.00 | S 17,748 | $ 200,562
Family 66| S 1,265.60 | S 1,002,358 | S 116.00 | $ 91,872 | S 910,486
Totals 120 S 1,490,410 S 126,672 S 1,363,738
% of Annual Premium 8.5% 91.5%
Kaiser, Drug,Vis,Dent
Employee 58S 590.67 | $ 35,440 | S 29.00 | S 1,740 | $ 33,700
Employee + Child(ren) 4| 1,210.98 | $ 58,127 | § 58.00 | S 2,784 | S 55,343
Employee + Spouse 7S 1,404.15 | $ 117,948 | S 87.00 | S 7,308 | S 110,640
Family 14| S 1,655.26 | $ 278,083 | S 116.00 | S 19,488 | $ 258,595
Totals 30 S 489,599 S 31,320 | S 458,279
% of Annual Premium 6.4% 93.6%
HPH ZN, Drug,Vis,Dent
Employee 19§ 515.67 | $ 117,572 | $ 120.00 | $ 27,360 | $ 90,212
Employee + Child(ren) 9/s 1,061.08 | $ 114,596 | S 180.00 | $ 19,440 | $ 95,156
Employee + Spouse 18]S 1,224.27 | $ 264,442 | S 220.00 | S 47,520 | S 216,922
Family 8|S 1,445.37 | $ 1,491,619 | $ 260.00 | $ 268,320 | $ 1,223,299
Totals 132 S 1,988,229 S 362,640 | S 1,625,589
9% of Annual Premium 18.2% 81.8%
2013 Totals 282 \ S 3,968,238 \ S 520,632 | $ 3,447,606
% of Annual Premium 13.1% 86.9%
Proj. Total (HAWAI'l ELECTRIC LIGHT vs. Employee) Cost - 2018 PY CURRENT CBA % of Rate Cost Share 2018
Monthly Employee Monthly Employee Annual HECO Annual
. Annual Total L L .
Premium Rates Contribution Contributions Contributions
CompMED, Drug,Vis,Dent
Employee 25§ 45147 | S 135,441 | $§ 63.28 | S 18,984 | $ 116,457
Employee + Child(ren) 12|18 932.64 | S 134,300 | S 159.51 | $ 22,969 | $ 111,331
Employee + Spouse 17| $ 1,070.15 | $ 218,310 | S 187.01 | $ 38,150 | $ 180,160
Family 66| S 1,265.60 | $ 1,002,358 | S 226.10 | $ 179,071 | $ 823,287
Totals 120 S 1,490,410 S 259,175 | S 1,231,235
% of Annual Premium 17.4% 82.6%
Kaiser, Drug,Vis,Dent
Employee 58S 590.67 | $ 35,440 | § 91.12 | $ 5,467 | S 29,973
Employee + Child(ren) 4| 1,210.98 | $ 58,127 | S 215.18 | S 10,329 | $§ 47,799
Employee + Spouse 7S 1,404.15 | $ 117,948 | $ 25381 | $ 21,320 | $ 96,628
Family 14|$ 1,655.26 | $ 278,083 | $ 304.04 | $ 51,079 | $ 227,005
Totals 30 S 489,599 S 88,195 | S 401,404
% of Annual Premium 18.0% 82.0%
HPH ZN, Drug,Vis,Dent
Employee 19| $ 515.67 | $ 117,572 | $ 76.12 | S 17,355 | $§ 100,217
Employee + Child(ren) 9§ 1,061.08 | $ 114,596 | S 185.20 | $ 20,002 | $ 94,595
Employee + Spouse 8|S 1,224.27 | $ 264,442 | S 217.84 | $ 47,053 | $ 217,389
Family 86| S 1,445.37 | $ 1,491,619 | S 262.06 | $ 270,446 | S 1,221,173
Totals 132 S 1,988,229 S 354,856 | S 1,633,373
% of Annual Premium 17.8% 82.2%
2014 Totals 282 [$ 3,968,238 | $ 702,226 | $ 3,266,012
% of Annual Premium 17.7% 82.3%
HAWALI'I ELECTRIC LIGHT Estimated Annual Savings S 181,594 $ (181,594)

For illustrative purposes only, calculations are based on May 2016 enrollments

Purpose to estimate impact of current CBA Ee cost share compared to the old Fixed Dollar Ee cost share vs new % of Rate.
Incremental increases from the previous CBA-BA were extended to years 2015, 2016, 2017, 2018 & 2019.
Under current CBA, $135.08 Flex Credit is applied to premium rates then % share is computed.
Premium rate increase were projected for 2017, 2018 & 2019.

Servco Employee Benefits Consulting

HELCO-1402 - Employer vs. Employee Contributions.xIsx

8/9/2016
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State of Hawaii
Disability Compensation Division (http://labor.hawaii.gov/dcd)

Home (http://labor.hawaii.gov/dcd/) » About Prepaid Health Care

ABOUT PREPAID HEALTH CARE

Originally enacted in 1974, the Hawaii PHC Act was the first in the nation to set minimum standards of health care benefits for
workers. Employers, excluding Federal, State and City government and other categories specifically excluded by the law
(sections 393-3 (http://www.capitol.hawaii.gov/hrscurrent/\VVol07_Ch0346-0398/HRS0393/HRS_0393-0003.htm) , 393-5
(http://www.capitol.hawaii.gov/hrscurrent/\Vol07_Ch0346-0398/HRS0393/HRS_0393-0005.htm) and 393-6 (http://www.capi-
tol.hawaii.gov/hrscurrent/\V/ol07_Ch0346-0398/HRS0393/HRS_0393-0006.htm) ) are required to provide Hawaii employees,
who suffer a disability due to non-work related illness or injury, with adequate medical coverage for non-work related illness or
injury, protecting them from the high cost of medical and hospital care.

Employers must provide health care coverage to employees who work at least twenty (20) hours per week and earn 86.67
times the current Hawaii minimum wage a month (as of January 1, 2016, $8.50 x 86.67 = $737). Coverage commences after
four (4) consecutive weeks of employment or the earliest time thereafter at which coverage can be provided by the health care
plan contractor, which is usually the first of the month.

Employers can choose one of the following three ways to provide the mandated coverage to their employees.

e Purchase an approved plan (http:/labor.hawaii.gov/dcd/files/2013/10/Approved-Health-Care-Plans.pdf) . In Hawaii,
insurance companies, mutual benefit societies and health maintenance organizations can sell health care plans to
Hawaii employers directly. These plans must be reviewed by the PHC Advisory Council (http://labor.hawaii.gov
/dcd/home/about-prepaid-health-care/council/) and approved by the Director of the Department of Labor and Industrial
Relations (DLIR) before they can be marketed to employers.

Purchase an insured plan of employers’ choice. Some employers with corporate officers located outside of Hawaii
purchase a health care plan and offer such plan to their employees on a nationwide basis. Employers that choose this
option must submit their plan to DLIR for review by the PHC Advisory Council and approval by the Director to ensure
the benefits are comparable to plans sold in Hawaii.

Provide a health care plan that is funded by the employer. As a self-insurer, the employer must show proof of financial
solvency and ability to pay benefits by furnishing DLIR with the latest audited financial statements for review. Following
the initial approval, the audited financial statements must be filed annually for continued approval. Employers choosing
this option must complete an application for self-insurance (Form HC-61 (http://labor.hawaii.gov/dcd/files/2012/11
/HC-61.pdf) ) as well as submit a copy of their health care plan to DLIR for review by the PHC Advisory Council and
approval by the Director to ensure the benefits are comparable to plans sold in Hawaii.

All health care plans, whether sold by health care contractors or submitted by employers, must be approved by DLIR as meet-
ing the prescribed minimum standards. Such determination is made by the Director under the advisement of a seven-member
PHC Advisory Council consisting of representatives from the medical and public health care professions, from consumer inter-
ests, and from the prepaid health care protection industry. Upon approval, plans are designated as a 7(a) or 7(b) plan. Plans
designated as 7(a) are equal to or better than the benefits offered by the plan with the largest number of subscribers (also
known as the prevalent plan) in the State of Hawaii. (See the summary of benefits offered by the PPO (http://labor.hawaii.gov
/dcd/files/2012/11/HC-7a-1.pdf) and HMO (http:/labor.hawaii.gov/dcd/files/2012/11/HC-7-a-2.pdf) prevalent plans.) Plans
designated as 7(b) provide for sound basic hospital, surgical, medical, and other health care benefits; however, plan’s bene-
fits, such as, the deductible, out of pocket limit, lifetime maximum benefit, benefit level and copayments, may be more limited
than the benefits provided by plans qualifying as 7(a). Plans qualifying as 7(b) require the employer to pay one-half of the cost
for dependents’ coverage.

Employers may elect to pay the entire monthly premium or share the cost with their employees. Employers must pay at least
50% of the premium cost, but the employees’ share cannot exceed the lesser of 50% of the premium cost or 1.5% of the em-
ployees’ monthly gross earnings. Cost sharing for dependents is determined by plan type. If employers purchase an ap-
proved plan, the health care contractor is responsible for informing the employers whether they are responsible for contribut-
ing toward dependents’ coverage. If employers submit a plan for approval, DLIR is responsible for informing the employers of



HELCO-1403
DOCKET NO. 2015-0170
Page 2 of 2

their plan approval designation and whether they are responsible for contributing toward dependents’ coverage.

There are situations where employees can waive the mandated coverage. These include being covered by a federally estab-
lished health insurance, such as, Medicare and Medicaid, covered as a dependent under a qualified plan, recipient of public
assistance and covered by state-legislated health plan, covered under their own personal health insurance policy or a follower
of a religious group who depends for healing upon prayer or other spiritual means. Employees are required to complete “Em-
ployee Notification to Employer” (Form HC-5 (http://labor.hawaii.gov/dcd/forms/#PHC) ) every calendar year to validate the ex-
emption so that employers are relieved of the responsibility for providing the mandated health care coverage.

Unless specifically excluded under the law or a Notice to Employer to waive coverage is filed with the employers, all employ-
ees who meet the eligibility requirements are entitled to health care coverage through employer-based group policies. Com-
plaints (Form DC-54 (http://labor.hawaii.gov/dcd/files/2012/11/DC-54.pdf) ) related to non-coverage by employers can be filed
with the Investigation Section (http://labor.hawaii.gov/dcd/contact/#investigation) in Honolulu or on the neighbor-island, the De-
partment of Labor and Industrial Relations District Office nearest the complainant for assistance. Complaints related to bene-
fits of the plan are usually filed directly with the health care contractors who are regulated by the Department of Commerece
and Consumer Affairs, Insurance Division.

For more information please see the Highlights of the Prepaid Health Care Law (http://labor.hawaii.gov/dcd/files/2013/01
/PHC-highlights.pdf) and Frequently Asked Questions (http://labor.hawaii.gov/dcd/frequently-asked-questions/phc/) .
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HELCO-1404

DOCKET NO. 2015-0170
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